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The purpose of this section is to report factually and appraise objec- 
tively the effect of those current events and trends—both military and 
civil—which have the strongest impact on capital earnings, value and 
productiveness .... For this purpose a notable discussion and editorial 
panel has been formed to provide direct contact with those fields of econ- 
omic activity on which are dependent the security of investment funds. 
Official reports, news and research from industrial and governmental as 
well as financial sources are reviewed currently, digested and reported 
by the following authorities: 


Trust Investment officer of a metropolitan trust company 
Bank portfolio officer of one of the largest commercial banks 
Research assistant to president of a life insurance company 
Executive officer of a progressive savings bank 

Economist of leading industrial company 

Industrial technology expert of an investment management firm 
An authority on money and fiscal policies 

An authority on price controls and government regulation 

A research economist in organized labor 

Security and economic analyst of investment markets 
Foreign trade and finance officer of a New York bank 


Thus are the threads of common interests brought together from 
the key lines, these being complemented by counsel of proved ability in 
specialized fields such as Taxation, Distribution, Agricultural, Transpor- 
tation, Public Utilities and other industry as occasion warrants ... Here, 
then, is being developed a forum for the constructive criticism and under- 
standing of the relationship which members of the financial community 
have in a healthy private capitalism.—Editor’s Note 


ABOUT FACE!—The philosophy of 
increasing purchasing power through 
government spending has played an im- 
portant role in New Deal policies dur- 
ing the past eight years. To “prime the 
pump,” a number of measures were in- 
stituted to increase purchasing power 
in the hands of consumers. With the 
forced upsurge in government spend- 
ing and economic activity attending the 
defense program, the time has arrived 


for a reversal of this basic policy. The 
problem during the remainder of the 
emergency is how to eliminate, through 
taxation, borrowing, or economies the 
excess purchasing power created by this 
program. Although many pious phrases 
have been uttered on the need of reduc- 
ing the government’s non-defense bud- 
get and some small reductions are pro- 
jected, no effective action has yet been 
forthcoming. In the budget for 1941- 
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42, there are included such non-defense 
items as general public works ($503,- 
000,000), aid to agriculture ($1,062,000,- 
000), aids to youth ($362,000,000), and 
work relief ($1,034,000,000). Undoubted- 
ly a part of these moneys will be used 
for defense purposes. Other parts are 
needed because these subsidies cannot 
be dropped immediately without dis- 
rupting large sectors of the economy. 
But despite these factors the four items 
noted above account for almost $3 bil- 
lion dollars, a good portion of which 
could be saved. The emergency which 
these expenditures were designed to 
overcome is no longer with us. Another 
point which is frequently overlooked is 
that the national defense program in 
one sense represents a gigantic public 
works program, which could take the 
place, in part, of the expenditures for- 
merly made for these purposes. Not only 
are these preliminary estimates of ex- 
penditures not reduced substantially but 


Just Go Ahead With Your Chopping 


HEAVENS! 
T MIGHT HURT 
MYSELE! 


© Hutton—The Philadelphia Inquirer 
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in addition proposals have already been 
made to increase agricultural expendi- 
tures by approximately $400 million 
dollars with “other counties to be heard 
from.” If a serious effort is to be made 
to prevent inflation, resolute steps must 
be taken to cut all non-essential ex- 
penditures to the bone as well as to in- 
crease taxation and borrowing from 
individuals. A substantial reduction in 
these expenditures would be urgently 
needed evidence that the administration 
means business in its fight upon infla- 
tion. 


WARTIME NON-ESSENTIAL IN- 
DUSTRIES—The character of our war 
economy is on the threshold of a dras- 
tic change. For more than a year 
America has been engaged in construct- 
ing a gigantic armament industry. Bil- 
lions of dollars have been spent and 
national income has expanded to boom 
levels. This has been reflected in con- 
sumer demand for goods and many in- 
dustries are operating at capacity. 


This newly-built armament industry 
will soon be in full operation. This 
will require more materials and labor 
than are now available. Part of this 
demand can be met by increasing the 
number of hours worked and increas. 
ing capacity. Moreover, in an effort to 
release essential materials for defense 
work, plastics are being substituted for 
many metal applications, molybdenum 
is being substituted for nickel, and 
other adjustments are being made. 
However, it is becoming increasingly 
apparent that serious curtailment of 
production of wartime non-essential 
items will be necessary in order to pro- 
vide the labor and materials necessary 
for the operation of our armament in- 
dustry. Automobiles, refrigerators, 
radios, washing machines, vacuum 
cleaners and many other electric appli- 
ances, furniture, and, later on, new 
homes will have to be sacrificed in order 
to produce bombers, tanks and guns. 

There are many means for influencing 
this change in industry. Direct means 
include priorities and voluntary or 





mandatory restrictions. Although an 
initial reduction of 20 per cent in out- 
put beginning August 1 has been an- 
nounced for the automobile industry 
it is likely that this reduction will be 
increased to 40 or 50 per cent before 
late winter. Less direct means for reg- 
ulating our wartime economy include 
income and excise taxes. In this way 
the demand for goods can be reduced 
by Government collection of the in- 
crease in profits and wages and salar- 
ies; and the demand for certain types 
of goods can be lessened by making 
them more expensive by the levying of 
special taxes. The Henderson-Eccles pro- 
posal to tax certain consumers’ durable 
goods 20% or mere illustrates the use 
of excise taxes as a control mechanism. 
Other measures to restrict demand in- 
clude the program of selling savings 
bonds and probably the control of in- 
stallment sales. The net effect of these 


measures upon producers will not be 
too adverse during the war since most 
of them are switching to defense orders. 
But the consumer will have to adjust 
himself to a situation in which many 


durable goods will not be available to 
him in large quantities; although no 
scarcity of food, clothing and similar 
necessaries of life impends. 


COMMODITY PRICES AND AGRI- 
CULTURAL SUBSIDIES — The rising 
tendency in commodity markets during 
the past three months poses the ques- 
tion whether or not we are entering a 
period of price inflation, induced by 
the war and all of its attendant des- 
truction and economic dislocation. The 
advance in a representative group of 
raw material prices since mid-February 
has been about 25% on the average, and 
presumably might have been more than 
this amount except for price ceilings 
and direct freezing of certain prices 
(mainly industrial) by government 
agencies, as well as “chilling” of others 
by intimations that government officials 
were watching their activity. 

Import commodities and_ so-called 
basic agricultural crops have scored by 
far the largest gains. Import commod- 
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ities have been influenced by a rise in 
ocean freight rates of from 60% to 
300% since August, 1939 and the fear 
that future supplies may be restricted 
or cut off entirely by lack of shipping 
space. 

Not all branches of the government 
have been engaged in preventing price 
spirals from developing. In fact Con- 
gress, through legislation for increas- 
ing the government loan levels on basic 
agricultural crops, has fostered a price 
spiral of its own, apparently on the 
theory that higher prices for products 
of the farm are justified in view of the 
industrial expansion and increased con- 
sumer purchasing power induced by 
the national defense program. At the 
same time, proposals have been made 
to increase the agricultural subsidies 
to almost a billion and one-half dollars, 
or more than $400,000,000 in excess of 
the amount spent last year. The New 
York Times has appropriately described 
this development as a “farm grab.” 
With the huge increase in expenditures 
entailed by the defense program, ex- 
penditures for agricultural relief should 
be decreased and not increased this 
year. The same thing may be said for 
all other types of non-defense expen- 
ditures. 

From a historical point of view, the 
prices of farm products contemplated 
in the act just passed cannot be con- 
sidered inordinately high, but it is also 
quite clear that they are materially 
above the point at which they would 
sell in the absence of this legislation. 
The consumer suffers in two ways from 
these farm measures. First, higher 
taxes must be paid in order to raise the 
prices, and then he must pay higher 
prices in order to obtain the goods. 
Although a strong case might be made 
out for products affected adversely by 
loss of farm markets — for example, 
tobacco—there seems to be no justifi- 
cation for this “grab” in connection 
with a product such as cotton. If the 
administration is sincere in its desire 
to keep prices down—and the estab- 
lishment of the OPACS indicates such 
an intention—then the President should 
veto this bill. Such a veto would have 
a tremendous psychological effect. The 





456 


task of the OPACS will be made cor- 
respondingly easier and notice would 
have been given to the business and 
farming communities that unwarranted 
price increases would not be tolerated. 
Such a veto, if accompanied by a strong- 
er stand toward wage increases and 
measures to prevent speculation on 
commodity exchanges, would play a 
major role in preventing the vicious 
spiral of price increases which seem 
to be in the process of development. 
If firm action is not taken now, it may 
soon be too late. 


ECONOMIC VS. POLITICAL 
MONOPOLY—Growth of political cen- 
tralism is attributed in the final report 
of the Temporary National Economic 
Committee to the rise of economic cen- 
tralism. The claim is advanced that 
huge collective groups have arisen 
“which use the tools of the twentieth 
century and are not hampered by any 
of the limitations of the nineteenth cen- 
tury which retained control of the bus- 
iness of that era within the local gov- 
ernment.” Such collectivism, the thesis 
is, has compelled increasing collectiv- 
ism in government. 


In the coal industry, labor must be 
content with wages set by a single big 
union, and small groups of owners, ac- 
cording to the TNEC, through decisions 
of a government agency can exact prices 
sufficient to maintain the nidustry, “not 
without resemblance to the Fascist or- 
der.” Similarly, the Tennessee Valley 
Authority, managed only by a small 
board without responsibility to the Civil 
Service Commission or the General Ac- 
counting Office, also “is not without some 
aspects of socialism.” 

In the face of a prospect so portent- 
ous, the report’s proposals seem, on a 
first review, curiously mild. As a deter- 
rent to further concentration of eco- 
nomic power, the Committee recom- 
mends that the Federal Trade Commis- 
sion be given authority to determine 
whether future mergers are in the pub- 
lic interest. A second suggestion is a 
standard national charter for national 
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corporations, with interlocking direc- 
torships forbidden and with directors 
civilly liable. Also recommended is the 
registration with a federal agency of all 
national trade associations, together 
with a filing of periodic reports. 
Nowhere in the summary is there any 
recommendation aimed at checking the 
increasing concentration of political 
power (and hence economic) of pres- 
sure groups, agricultural, labor, geo- 
graphic, or selected age groups. Repre- 
sentative H. Summers of Texas, in a 
personal statement attached to the re- 
port, questions whether the growth of 
big government has arisen directly 
from economic concentration. Pressure 
groups recognizing their political power 
have demanded, obtained, and retained 
ever-widening government services and 
functions. That the Committee chose 


in its final recommendations to ignore 
the rising tide of political monopoly is 
a significant and regrettable omission. 


DEFENSE AND SAVINGS—While it 
is still too early to draw definite con- 
clusions as to the effect of Defense 
Bond sales upon existing and future 
savings, it seems reasonably clear that 
institutions of deposit need not yet fear 
unduly for their existing balances. 


However, there is a strong psycholog- 
ical attraction in the Defense Bonds 
which may tend to attract new savings 
to them. The bonds have been and 
probably will continue to be well ad- 
vertised; by their serial purchase, even 
the layman can understand how he cre- 
ates an annuity for the future; there 
is a patriotic appeal; and the invest- 
ments are within the buying capacity of 
thousands of individuals. Nevertheless, 
it is well to keep in mind that the edu- 
cated saver (and it is the educated saver 
who accounts for most of the total 
money on deposit with the institutions 
or in the form of insurance policies) is 
able to distinguish between yield from 
Defense Bonds and the yields elsewhere 
obtainable; moreover his savings are in 
many cases made for specific spending 





purposes at a later date. Accordingly 
he will not be distracted from his own 
saving program, whether well or poorly 
conceived, unless compelled to make a 
radical change in what he is trying to 
do. The greatest deterrent to an in- 


crease in permanent savings is the very 
thing which may well create a large 
increase in temporary savings, i.e. in- 
come taxes. In many cases heavier taxes 
will mean a real curtailment of present 
spending habits in order to accumulate 
enough money to meet the tax bill. 


The real significance in the sale of 
Defense Bonds is the consciousness this 
creates that the United States is in dan- 
ger. The ownership of the bonds con- 
stitutes a proprietorship interest in the 
war—if there is to be a war—the bonds 
become a useful public relations device. 
In addition a program of price control 
necessitates the siphoning off of con- 
sumer purchasing power into the gov- 
ernment’s war effort, and in this pur- 
pose the Defense Bonds should be a 
valuable aid. But it seems unlikely that 
many individuals will curtail their own 
expenditures for goods or _ services, 
necessary or pleasant, and impose upon 
themselves a comprehensive savings 
program which, with the income tax 
burden will actually lower their stand- 
ard of living, except as such a course 
is forced upon them. 


BLOCK THAT DOLLAR—The cur- 
rent visit to Washington of that arch- 
champion of “spend-your-way-to-prosper- 
ity,” John Maynard Keynes, is no idle 
sightseeing trip. Rather, this prominent 
English economist-father of the “forced 
savings” plan just adopted in part by our 
paternal ancestor, Great Britain, has 
doubtless brought some sights of his own 
which the money-trust there is expected 
to view with favor. Just as his pump- 
priming system affected our entire econ- 
omic action and life during the greater 
part of the New Deal, so is it likely that 
all, investors, workers and other pro- 
ducers will soon feel the results of his 
new medicine: “deferred pay.” (The 
general workings of this plan were des- 


cribed in the April issue of Trusts and 
Estates—Ed. Note) " 

The emphasis now is on saving—not 
spending—as an essential control of in- 
creasing inflation potentialities. But it 
was that very spending on government 
projects rather than consumer produc- 
tion which built up the enormous debt 
and laid the basis for inflation which we 
now fear. Incidentally, the Keynes plan 
of blocking certain portions of income 
out of current savings to offset the short- 
age of civilian supplies, proposes to re- 
lease these forced loans “at the end of 
the war.” This is unjustified optimism, 
for at that time the supply of consumers’ 
goods will probably be stlil lower than 
it now is, while with wage and employ- 
ment increases in war work, accumulated 
savings to support long pent-up wants, 
may be an explosive combination. 

Stringent monetary or price controls 
by the State thus seem foreordained, 
both during and after the war. These 
are at best only palliative and restrict- 
ing, prosperity being dependent finally 
on production of the goods of civilian 
life and trade. But the “total war” 
economy into which we are graduating is 
an enemy of the consumer as well as the 
producer of real wealth. 

There is much to be said—and done— 
about restricting civilian consumption 
during the war, and the attractiveness 
of the Keynes plan is enhanced by its 
revenue-producing features. It allows 
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greater concentration on material pro- 
duction, but it will be interesting to see 
whether the price control theories are 
elastic enough to take up the shock of the 
rising wage tide. For, as Mr. Keynes 
says: “War is paid for by activities dur- 
ing war.” He also remarks that “It 
doesn’t leave much of a legacy behind it.” 
The legacy he proposes* is a capital levy 
—after the war—to pay off these forced 
savings, and he considers the veteran’s 
bonus “a peculiarly fit obligation for 
discharge by a capital levy on wealth.” 
The national debt does not worry him— 
only the cost of interest on it. 

Perhaps we have here a preview of 
trends toward the very controls and re- 
distributions of wealth for which demo- 
cratic countries have so severely damned 
the totalitarians. And since the plan 


contemplates deposit of these savings 
loans with the government (as through 
postal savings accounts), what leeway 
would be left for placement of new sav- 
ings with banks and insurance compan- 
ies, or even for payment of premiums? 


*In his book “How to Pay for the War,” pub- 
lished by Harcourt Brace. 


NEW HOPE FOR RAIL BONDS— 
Tucked away in thousands of bank safe 
deposit boxes throughout the nation lie 
billions of dollars (in face value) of 
privately owned railroad bonds; obli- 
gations of companies long in receiver- 
ship or bankruptcy. Reorganizations 
move slowly; many individual bond- 
holders have lost touch with the pro- 
ceedings, and meanwhile the market 
value of their investment has shrunk 
tragically. Yet many of these securi- 
ties will shortly be due for hopeful re- 
examination. 


The railroad industry has so far suc- 
cessfully shouldered its enormous new 
task under the defense program, and 
net earnings of the Class 1 railroads 
for the first three months of 1941 show 
the really impressive increase over 
1940 of $85,559,000. Moreover, the 
trend is still strongly upward, as shown 
by the fact that for March net railway 
operating income was 117.7 percent above 
that for March, 1940. Reflecting this 
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improvement, both first and second- 
grade rail bonds have already regis- 
tered substantial price advances. 

Unquestionably many borderline rail- 
roads will soon be in a position to start 
liquidating the greater part or all of 
their short-term R.F.C., bank and fund- 
ed indebtedness maturing over the next 
few years. The great improvement in 
earnings cannot but be of some benefit 
even to the most nearly “hopeless 
cases.” 


Naturally this is not the entire pic- 
ture. The threat of Government admin- 
istration seems at this time remote, but 
this is not a world in which it can be 
entirely ignored. Wage demands are 
as certain as anything in human nature 

. particularly labor human nature; 
taxes must obviously rise drastically; 
there is undeniably danger of higher 
costs of coal, which may also ultimately 
compel higher costs of steel and all 
equipment; and all these must come out 
of the increased earnings. But all in 
all, there is definite reason for the hold- 
ers of the senior securities of railroads 
in difficulties to take courage ... and 
for the guardians of capital funds who 
find blocks of these bonds in the port- 
folio to regard them less ruefully than 
was recently their custom. 


RFC TO THE RESCUE—The action 
of Jesse Jones in announcing the pos- 
sible future participation of the RFC 
in bidding for new bond issues (when 
private investment bankers are “unable 
to handle them easily’) might at first 
sight seem one more step toward the 
destruction of the private enterprise 
system. It might be considered part 
of what seems on the surface to be a 
campaign to destray the investment 
banking business, which the present 
administration quite correctly feels is 
one of the mainstays of private enter- 
prise. The record of the TNEC hear- 
ings on investment banking certainly 
points in that direction, because there 
was obviously, in those hearings, a per- 
sistent effort to discredit the invest- 
ment bankers, or some of them, by try- 
ing to show that through interlocking 





directorates and other relationships the 
investment bankers had for decades 
sought to bring about a concentration, 
in their own hands, of control over the 
nation’s wealth. 


But before coming to any such sweep- 
ing conclusion one should remember 
that the RFC is, and has been from its 
beginning, the great bailing out agency, 
first of the Hoover, then of the Roose- 
velt administration. It should be re- 
membered that it is entirely possible 
that while some investment bankers are 
protesting volubly against RFC inter- 
ference in private enterprise, others 
may at that very moment be seeking 
RFC loans to get themselves out of dif- 
ficult situations. 


Consequently it seems unwise to go 
beyond immediate implications in this 
particular matter. The SEC, having 
promulgated the famous “arm’s length 
bargaining” and “competitive bidding” 
rules, probably found itself liable to 
embarrassment in the event, in some 
large piece of financing, that only one 
bid were to be received, or in the event 
that some issuing company were to de- 
cline to invite competitive bids. Mr. 
Jones has now tried to bail the SEC 
out of its potential embarrassment, 
which seemed in danger of arising im- 
mediately with respect to pending util- 
ity financing. The Administration has 
no apparent reason to seek to do fur- 
ther injury to private enterprise at this 
particular time. 


GERMAN ECONOMIC CON- 
QUEST — With Southeastern Europe 
and the Balkans in German hands, the 
greatest economic conquest in history is 
complete—whether permanent or not. 
More than 60,000,000 additional people 
are under German control. In 1938 this 
area exported more than half a billion 
dollars’ worth of cattle, tobacco, lum- 
ber, oil and metals, especially copper 
and bauxite—vital needs of the German 
war machine. The diversion of all these 
materials to Germany will increase that 
country’s self-sufficiency and lessen the 
effectiveness of the blockade. This area 
imported nearly half a billion dollars’ 
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worth of industrial products, primarily 
machinery. From now on it will be 
German machinery. 


A few weeks ago, when the fam- 
ous Ru-Wi-Sta (Rustungs-Wirtschaft- 
Staebe), the military-economic staff di- 
rectly attached to the field armies, 
marched in, it found an already care- 
fully prepared situation. With Hitler’s 
clearings and barter trade the Germans 
had during recent years directed and 
limited the imports and exports of 
Southeastern Europe according to their 
own plans; cut them off from Western 
Europe, gotten control of the state 
banks, dictated their exchange and 
credit policies. 

Expropriation of capital is already 
under way; Jewish, French, English and 
that of “undesirable elements” who for 
whatever reason had opposed the Nazi. 
march. Cheap Balkan labor may be ex- 
pected to be imported into Germany to 
join the two million slave workers from 
the dozen previously subjugated na- 
tions. Following out the long prepared 


blueprints, industries will be removed, 


closed down here, opened up there; 
roads, railways, airports built for fur- 
ther expansion. Hitler’s Number 1 food 
and raw material plantation is being 
set to work. 


The United States will suffer some 
immediate economic loss. There will 
be no more investment markets in that 
vast region as long as the German re- 
gime lasts. Existing American assets 
are frozen if not lost outright. Amer- 
ican trade with all the Balkan coun- 
tries, which in 1938 still amounted to 
upwards of $60 millions over all, is to 
all intents completely stopped. And 
Germany is already on the move toward 
even more valuable markets of ours in 
Asia and Africa, including some of our 
most vital sources of raw materials— 
notably rubber and tin. 3 


“CONSUMER CREDIT” AND WAR 
—Restrictions on installment selling, 
either by some sort of tax upon install- 
ment-purchase contracts or by legal re- 
strictions or taxes upon bank credit em- 
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ployed for this purpose, are being pro- 
posed as a means of curtailing the de- 
mand for consumers’ durable goods. 


Every new automobile or refrigerator 
or radio purchased (and as we all know, 
a large proportion of the purchases not 
only in these but in the furniture and 
for that matter the new-home field are 
made “on time”) requires steel, rubber, 
tin, and other vital materials, plant cap- 
acity and skilled labor; all of which could 
be much better employed just now in the 
production of tanks and bombs and ma- 
chine guns. Another argument advanced 
in favor of such restrictions is the desire 
to offset the expansion in government 
credit by declines in other types of credit 
and thus to reduce the likelihood of in- 
flation. 

That a curtailment in installment 
credit would cause a substantial reduc- 
tion in the demand for these goods seems 
certain. But the problem is complex. 
If the primary objective is to divert 
materials to the defense effort, it follows 
that a distinction must be made between 
the purchase of new goods and used 
goods, and between those new products 
requiring a large amount of vital de- 
fense materials (eg. automobiles) and 
those using less of those goods (possibly 
furniture). On the other hand, if cur- 
tailment of purchasing power is the main 
desideratum then the above problems do 
not arise. The primary objective in any 
event must be the needs of defense, not 
a desire to reform our system of distri- 
bution. To the extent that installment 
buying is curtailed by such measures, 
the need for priorities for these mater- 
ials will become less pressing. 
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THE CANADIAN “FLOW OF SAV- 
INGS”—This magazine has repeatedly 
commented upon the immense value to 
the United States of close and constant 
study of the experience of Canada... 
a nation so similar to ours in so many 
vital ways, and now treading, a year or 
more ahead of us, the precise economic 
path on which our own feet are set. 
The history of Canada’s dealing with 
“savings for war’ is no less instructive 
than that of her struggles to attain 
efficiency with a dual (Federal — pro- 
vincial, as ours is Federal-State) gov- 
ernment, and toward many other ob- 
jectives she shares with us. 


It is becoming progressively clearer in 
Canada that the true function of the 
savings bank (or, as is the case north 
of the border, of the savings depart- 
ment of the chartered bank or trust 
company) is to act as an accumulator, 
(or to use an engineering term, a “surge 
tank”) on the mighty pipeline through 
which the small individual savings of 
millions of hard-working people are 
siphoned into the war effort. When 
the Government puts out a war loan, 
savings deposits shrink spectacularly; 
the moment the loan has been absorbed, 
their steady rise begins again as the 
government spends the funds. 


The Canadian banks play an active 
and direct part in securing war bond 
subscriptions; but wholly and solely 
as agents; never, to all intents, as pur- 
chasers for their own account. Can- 
adian bankers and the Canadian govern- 
ment are equally well aware of the in- 
flationary dangers implicit in the use of 
ordinary bank deposits to buy, or even 
to any material extent to carry, war 
bonds; and every possible step is being 
taken to dissociate the two in the minds 
of the people. The public appeal, and 
very largely the entire machinery, of 
public sale of bonds, remains in the 
Government’s hands. But the banks, 
though less spectacularly, are playing 
their own part no less in their continued 
quiet (and not too quiet!) campaign for 
Savings accounts from which the next 
bond issues can, and to a large extent 
will, be bought. 





Capital Control for Defense 


Functions and Relation to Private Investment 


THEODORE S. WATSON 
Watson and White (Bankers), New York City 


Editor’s Note: As a means of adapting private capitalism to war 
needs and correlating its functions and those of the various government 
fiscal agencies, Mr. Watson foreshadows the creation of a central Board 


of capital control, and indicates its functions. 


Besides the need for 


effective economic coordination he stresses the importance of financial 
planning as an essential adjunct of a democratic war economy. This is a 
timely query as Britain’s great security holdings in America are being 


liquidated or pledged. 


T is conceded that economic planning 

is an essential phase of effective mil- 
itary planning. It appears to me that 
the important field of Finance has been 
ignored in our Defense program and our 
“all out” aid to the Democracies. In the 
last few weeks, however, there have been 
the following developments: 


1. Creation of a separate price regu- 
latory agency directed by Leon Hen- 
derson, 

. Adoption by England of the Key- 
nes’ plan calling for greater income 
taxes plus compulsory saving, 

. The loan by the 
Reconstruction 
Finance Cor- 
poration to the 
Brown- Will- 
iamson Com- 
pany which is 
significant as 
representing a 
change in an- 
nounced policy. 


Possibly the ma- 
jor troubles which 
we in financial af- 
fairs are having to- 
day come from the 
habit of following 
leadership which has 
not kept up with the 
times. Our future 
troubles may come 
from the neglect to- 
day of intelligent 
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planning for Capital Control for National 
Defense. 


Another important cause of our pre- 
sent day troubles is, in my opinion, that © 
too often leaders of business and finance 
express their ideas only in the privacy 
of their homes and clubs. In this Coun- 
try it is the people who make the final 
decisions. How foolish it is not to take 
the people into our confidence, if our 
ideas are right and in the public 
interest! 


Collateral Loan vs. Forced Liquidation 


N the 1920’s we 
who were selling 
public utility hold- 
ing company securi- 
ties did so because 
they were easy to 
sell and the business 
was apparently pro- 
fitable. Today we 
are integrating 
these far flung hold- 
ing companies. We 
OR have been selling 
A MUDDLE British Empire in- 
vestments — the life 
blood of the British 
Empire’ without 
which they may not 
be able to exist as a 
democracy after the 
war. Tomorrow it 
may be realized — 
but too late — that 
a mistake was made. 
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A review of the events that have oc- 
curred recently in the financial field dem- 
onstrates that the public interest would 
have been served by such a Capital 
Issues Board as that of the first World 
War. When the Viscose transaction was 
announced Washington reported that the 
Treasury Department had acted as “lia- 
ison” between the British and the Secur- 
ities and Exchange Commission in “first 
negotiations for the sale” and that SEC 
then communicated with the investment 
bankers. If such a Capital Control 
Board had been functioning, such a 
transaction might not have taken place 
at all or in the manner followed. 


A similar problem is also presented 
with respect to the sale of $400,000,000 
of securities acquired by Britain from 
its nationals, which have been sold to the 
American public since last December, 
the securities including large blocks of 
stock in railroad, industrials and oils. 


Are we wise in denuding England of 
all her important investments in this 
Country? We are helping Britain in a 
material way; is it not just as important 
to help in an economic way? If after 
the war the British become another 
“have not” country, is that going to be 
good for our own economy? Will it in- 
sure a democratic peacetime economy 
consistent with those progressive stand- 
ards of American living which we must 
try to preserve under a system of pri- 
vate initiative? 


Digging the Investment Grave 


OULD it not be better for us, and 

for the British, to lend Britain on 
their investments in this Country, allow- 
ing them to retain the income over and 
above the cost of the loans and keep our 
investment bankers free to exercise their 
true function of supplying the capital 
needs of domestic corporations? Domes- 
tic Corporations will require, due to ex- 
panding business, large resources of new 
money for capital improvements and ad- 
ditions, which may later be unavailable 
due to the filling up of the investment 
appetite with British holdings. 


Thus our private investment bankers 
may be forcing our own Corporations in 
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the future to use the government as their 
banker, themselves destroying their own 
future business and destroying demo- 
cratic traditions as we know and have 
thrived under them, substituting there- 
for a form of socialism ending we know 
not where. 


It appears to me that the present prac- 
tices in respect of liquidation of British 
investments have tended to depress the 
market value of securities, to retard pub- 
lic financing of domestic corporations, 
to make difficult common stock financ- 
ing of public utilities about to be inte- 
grated, to monopolize the distribution 
facilities of investment bankers and, 
generally speaking, to strengthen and 
solidify those opposed to the Banking 
Act of 1933, Securities Act of 1933, 
Securities Exchange Act of 1934, Pub- 
lic Utility Holding Company Act of 
1935, and the Federal Deposit Insurance 
Corporation, although all of this legis- 
lation has been forced by public opinion. 


Assuming these observations are jus- 
tified by factual study, what is the rem- 
edy? Should all of Britain’s investments 
be purchased by a government agency 
created for the specific purpose of serv- 
ing as a “suspension reservoir” or should 
they be used instead to collateralize 
loans to Britain? 


Correlation of Investment Controls 


T is suggested that the government 

should establish something along the 
lines of the Capital Issues Committee 
created by Congress in April 1918, on 
the theory that “every dollar of private 
credit was an asset of the government 
which must not be put to a non-essential 
use during the War.” 


In the seven months of its active oper- 
ation this Committee, with the aid of 
volunteer regional Capital Issues Com- 
mittees, received over 3,000 applications 
covering proposed public offerings of 
nearly $4,000,000,000. 


I deem it advisable to have now created 
with sufficient authority a Capital Con- 
trol Board for Defense, comprised of 
men of experience and ability. Such a 
Board should correlate its work with the 
Treasury Department, Reconstruction 





Finance Corporation and the Securities 
and Exchange Commission. It could not 
only direct the financial phase of our 
economic planning but might be the 
means of keeping our financial market 
places open in a crisis, which would have 
a far reaching influence towards the 
preservation of morale. 

If Federal regulation of interstate 
securities traffic, or intelligent planning 
of capital markets, had been adopted in 
1919, some of the excesses that led to 
the panic of 1929 and subsequent devel- 
opments in the financial field might never 
have occured. 


Plan or Muddle? 


T has been stated that public officials 

with the duties of an active office have 
not the time to translate events in order 
to prepare for the necessary adjustments 
upon restoration of peace. If that is 
true, it then is up to some of us in busi- 
ness life to take more time for review 
and reflection, to suggest approaches 
that should make the adjustment easier. 
We should plan not to just muddle 
through this effort nor trust to luck. 

A Capital Control Board could deter- 
mine what type of economic help to 
Britain is good for what we are to give 
“all out” help, namely, the preservation 
of democracy. After a study the Board 
could determine whether Britain’s direct 
investments should be handled in the 
manner of the American Viscose deal 
(sale of control of a British owned Amer- 
ican Company to American Bankers for 
resale) or the Brown-Williamson trans- 
action (loan from the R. F. C.) or in 
some other manner. 

Such a Board would also determine 
the sphere of private and government 
financing of defense projects or orders. 
An interesting example of the problems 
that occur in national defense is well 
illustrated by the following story. Long 
before the announcement of the Reuter 
Plan for utilizing the automobile indus- 
try to make plane parts, a junior SEC 
official had been working to bring order 
to a situation involving a corporation 
whose shares were listed on the New 
York Stock Exchange. For over six 
years it apparently had been run as a 
private enterprise for the benefit of an 
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investment banker and a lawyer, both of 
whom had forgotten the 2,500 stockhol- 
ders. The Corporation was on the verge 
of bankruptcy. His efforts were success- 
ful in that a substantial defense order 
with a 30% down payment to make air- 
plane wings was obtained, an experienced 
man of integrity and ability selected as 
President and an independent Board of 
Directors elected. If there had been in 
existence such a Control Board it could 
have taken the initiative with more di- 
rect authority in the development of a 
constructive plan. 


Off-Board Business 


UCH a Board could ration capital. 

It is frequently stated that European 
experience indicated that as much as 
50% of our national income may have 
to be diverted to war purposes. If that 
is true and “every dollar of private 
credit” is an asset which should be ex- 
pended only for essentials, could not a 
Capital Control Board, provided it was 
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staffed with realistic men of experience, 
direct financing to essentials and remove 
unnecessary competition with new issues 
of government securities and necessary 
private financing? 

The Board could also assist in the 
development of the New York Stock Ex- 
change as a free market and a truly 
National Securities Exchange. In that 
connection we note that the sale of Brit- 
ish-owned American securities has taken 
place in the afternoons after the Stock 
Exchange has ceased trading. The 
offering price is based on that established 
by a few trades on the Exchange in the 
day of the offering. 

203,000—odd shares of U. S. Steel, 
which is 8% of the amount outstanding, 
were sold off the exchange on March 
4th. On that day only 310,000 shares of 
all kinds of stocks were traded in a five 
hour session on the Exchange, yet, this 
203,000—odd share block was sold in 
less than thirty minutes. Furthermore, 
from February 19 (when Steel sold at 
55, the low for the year) to March 4, 
Steel ranged between 5554—59%, and 
only 91,800 shares were traded in. 

It would be interesting to learn why 
investors who bought Steel at 57 off the 
Exchange, and in the amount of 203,000 
shares, had refrained from buying steel 
previously. Are these circumstances in 
the public interest? The Capital Control 
Board could have directed these second- 
ary distributions of securities to chan- 
nels that would best develop the New 
York Stock Exchange. 


Control for Democratic Ends 


NGLISH writers have commented on 

the inevitable social changes to 
occur during and after “total victory.” 
Statements such as “democracy is fin- 
ished in England” have been adequately 
answered. But one writer said: 


“As at no time since the seventeenth 
century ordinary people have made 
up their minds that it is time they 
charged themselves with the care of 
their own destiny.” 


Regardless of what label may be used 
to pigeon-hole the result I suggest that 
when peace comes, there will be a demo- 
cratic England. 





Though having an habitual tolerance 
in religious and political matters, we 
should not adhere necessarily to the 
habitual when seeking solutions of our 
economic problem. We observe the 
warning of the late Justice Benjamin N. 
Cardozo who in 1923 said: 


“We are to beware of the insularity 
of mind that perceives in every in- 
road upon habit a catastrophic rev- 
olution.” 


So when problems relating to the na- 
tional economy are to be considered the 
past should be reviewed to learn there- 
from not only the mistakes but to review 
the old methods which may not be adapt- 
able necessarily as the best technique to 
use today. Unless some steps are taken 
to effectively and intelligently direct the 
flow of savings to capital needs, this 
Country may become only the “Arsenal 
of Democracy,” not the instrument of 
Democracy. 


Schram of RFC to Head N. Y. 
Stock Exchange 

Emil Schram, chairman of the Recon- 
struction Finance Corporation and recently 
appointed priorities director of the Office 
of Production Management, announced that 
he would accept the presidency of the New 
York Stock Exchange, tendered to him re- 
cently by the Exchange’s Board of Gover- 
nors. The announcement caused quite a stir 
in financial circles and was interpreted in 
many quarters as a tentative reconciliation 
between Wall Street and The Roosevelt Ad- 
ministration. Mr. Schram will retain his 
Government posts until successors have 
been chosen to do his work. It was later 
learned that 
he would not 
assume his new 
position until 
certain re- 
forms were ef- 
fected in the 
administration 
of the Ex- 
change. Put- 
ting these re- 
forms into ef- 
fect will prob- 
ably delay un- 
til mid-summer 
Mr. Schram’s 
assumption of 


his new post. EMIL SCHRAM 
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Lindsay Bradford Vice-Chairman of 
United Service Organizations 


Lindsay Bradford, president of the City 
Bank Farmers Trust Company, trust affi- 
liate of the National City Bank of New 
York, recently became national vice chair- 
man of the United Service Organizations to 
build the nation-wide machinery for a cam- 
paign to raise $10,765,000 for carrying on 
a service club program for soldiers and 
sailors in communities adjacent to the major 
training centers throughout the United 
States. Mr. Bradford will work closely with 
Thomas E. Dewey, who was recently ap- 
pointed chairman of the U. S. O. 

It is Mr. Bradford’s job to create a com- 
plete national organization by June 3, when 
the actual drive for the fund will begin. 
This means the recruiting of 150,000 volun- 
teer workers and an organization of 1,500 
separate offices and local headquarters. “It 
will be designed,” said Mr. Bradford, “to 
bring to our soldiers and sailors some meas- 
ure of the entertainment, social activities 
and spiritual guidance their folks at home 
want them to have.” 
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To Have — And To Hold 


Most of our defense and economic 
planning in these days of continuing suc- 
cesses by the German war machine, are 
based on the innermost fear that all of 
Continental Europe will, before very 
long, be dominated by Naziism. Much 
of our thinking, writing and action bears 
the stamp of conviction that the so-called 
“power economies” are invincible, that 
they will rule not only European life, but 
extend totalitarian methods even to the 
Western hemisphere through trade pres- 
sures. 

For the moment, our minds are fas- 
cinated by events on the battlefields and 
in the battleskies, and as conquest fol- 
lows conquest we project a total victory 
for Hitler’s hellions as the logical out- 
come. Having seen the old rules broken 
here at home as well as abroad, with 
seeming impunity, we lose faith in those 
examples which history has given us: the 
conclusion that “England loses every bat- 
tle but the last’; the collapse of Napo- 
leon’s conquest of an area greater even 
than Hitler’s; the fall of empire after 
empire as it extended itself too thin and 
too autocratically. Or we feel that the 
collapse of the new “World Order” cannot 
come in our day. 

This is almost as extreme a view as 
that of the lily-livered parasites who 


feign to see the end of this era of civili- 
zation. And like any extreme it is sense- 
less. Every growth carries the germs 
of its own destruction—the self-imposed 
penalty of excess. No system devised by 
man can long confute the system of na- 
ture, which is balance. And in these 
fast-moving days, empires can crash even 
more rapidly than they can be built. It 
is one thing to have; it is another to hold. 
Would we not do better to plan for the 
inevitable return of the balance of pow- 
er, and go to work to speed its return? 


Elasticity of Monetary Policy 


In monetary affairs more than in most 
matters, established habits of thought have 
been not so much convic'ions that could be 
abandoned when circumstances alter, as ar- 
ticles of faith to be carried to the grave. 
For any banker or financier whose mind 
was set before 1931 it is almost impossible 
to change such beliefs as, for example, that 
exchange stability in a free market is the 
only natural state of the foreign exchanges, 
or that dear money has a higher ethical 
justification than cheap money. Our mone- 
tary policy must have elasticity to seize 
every opportunity offered by a strange and 
turbulent world.—From The Economist. 





Savings and The Real War Fund 


The Role of Defense Bonds in Producing War Goods 


WILLIAM ADAMS BROWN, JR. 
Associate Professor of Economics, Brown University, Providence 


O*r; of the outstanding characteristics 
of German economic thinking in re- 
cent years has been its concentration on 
real things, rather than on money and 
finance. Important as they are, financial 
questions have always been subordinated 
to the direct exploitation of the “Real 
War Fund” of the Reich. In his small 
but trenchant volume, “The Political 
Economy of War,” A. C. Pigou points out 
the real nature of this war fund. It 
consists of the power of a country to aug- 
ment production, to reduce personal con- 
sumption, to reduce the rate at which it 
is making new capital instruments for 
ordinary civilian purposes, to deplete ex- 
isting capital and to borrow from abroad. 
To this list may now be added its power 
to take resources and labor by force from 
conquered countries as in the case of 
Germany, and to induce other countries 
to make gifts and contributions to it, as 
in some aspects of Anglo-American rela- 
tions. 

Only the first three are as yet of vital 
significance for this country as it passes 
from Business As Usual into the first 
stages of a war economy, though the 
fourth may become so in time. The 
whole financial effort of raising and 
spending money for national defense 
should be judged by the criterion of its 
effectiveness in exploiting this real war 
fund, which in the case of the United 
States is the largest in the world. 


“Selling” the War Economy 


NLY one aspect of the relation of the 
government’s money raising effort 
to the exploitation of its war potential 
can be considered here; the campaign to 
sell a large volume of savings bonds and 
savings stamps to the public. 
Most purchasers of such bonds would 
be surprised to be told that they are not 
themselves contributing to the real costs 


of the defense effort, but are, from an 
economic point of view, only intermediar- 
ies who pass this burden along to some- 
one else. This may even be true of 
savings bankers, insurance company of- 
ficials, and others acting in fiduciary 
capacities. The truth of the matter is 
that though the money the savers pro- 
vide is the money the government spends, 
the things the government wants are not 
the things the savers give up, and in 
some way our system has to reconcile 
these two things. It does so in a some-. 
what different way in the case of a di- 
version of past savings already invested 
either directly or through a savings bank 
or other intermediaries, and in the case 
of currently accumulating savings. 


What Really Happens 


HEN a savings bank depositor 

withdraws his savings and buys a 
government savings bond, the savings 
bank loses deposits and loses a portion of 
its reserves in the form of deposits with 
commercial banks. The government gets 
these commercial bank deposits and arm- 
ed with this new money goes forth into 
the markets to buy what it wants for 
national defense. The saver does not con- 
tribute any of the real costs of providing 
these things. He neither works harder 
nor releases any of the resources that the 
government wants. If the savings bank 
can afford to lose a portion of its cash 
assets and still feel in a position to meet 
all its obligations to its remaining de- 
positors, this is all that happens. The 
whole operation has merely increased the 
velocity of commercial bank deposits by 
transferring them from the inactive re- 
serve of the savings bank to the govern- 
ment. In the long run this is a less 
inflationary method of financing national 
defense than the sale of government 
bonds to commercial banks against new- 
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ly created deposits, but in its immediate 
effects it is very much the same. 


If, however, the savings bank feels 
that it must, in order to prevent its posi- 
tion from becoming frozen, part with or 
rearrange some of its other assets; its 
loans and investments; then a pressure 
is exerted upon those who have borrowed 
from the savings banks to find some 
other lender or to economize in some way. 
If other lenders, such as the holders of 
idle deposits with the commercial banks, 
or the commercial banks themselves, or 
the RFC, come forward, then no real 
pressure is exerted upon anyone to re- 
lease energies and resources to the gov- 
ernment. The government must get 
what it wants by competing in the mar- 
ket with the rest of the community whose 
money demand has not been reduced. 


The Shoe Must Pinch Somewhere 


UT, if other lenders do not come 
forward readily, then the borrowers 
from the savings banks must economize 
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in some way, or give up some capital- 
forming activity, or work harder, or de- 
plete existing capital, or else find some 
way of passing on these disagreeable al- 
ternatives to others. Somewhere along 
the line someone will be under pressure 
to contribute to the real cost of the na- 
tional defense, in the only sense in which 
these real costs have economic signifi- 
cance. The patriotic savings bank de- 
positor, therefore, who draws down his 
savings deposits and brings them to the 
government, finds that he has been an 
agent either in setting in motion infla- 
tionary forces, or in transferring war 
burdens to someone else. 


The terms on which the current series 
of savings bonds are issued are probably 
not sufficiently favorable from a private 
investment point of view to cause a 
wholesale transfer of savings deposits 
into defense bonds, and many savings 
banks will buy such bonds themselves, 
thus standing between the savings de- 
positors and the government. This does 
not substantially alter the picture. The 
savings banks will lose cash assets as be- 
fore, and the velocity of commercial bank 
deposits will be increased as before. In 
place of these cash assets the savings 
banks will have government bonds, but 
their deposits will not be reduced. If 
they feel that their liquidity is not seri- 
ously impaired by this change in the 
composition of their assets, that is all 
that will happen. But, if the new dis- 
tribution of the assets of the savings 
bands leads these banks to reduce or alter 
the character of their loans and invest- 
ments, and other lenders do not come 
forward readily to take over the burden, 
then pressures will be brought to bear 
on those who have borrowed from the 
savings banks, or through them, on 
others, to put forth added work or re- 
lease resources. But these may not be 
of the type that the government needs. 


Trusteed for Government 


HE sale of government savings bonds 
to people who in the ordinary course 
of events would have placed new de- 
posits with the savings banks, or to sav- 
ings banks which invest the current in- 





creases in their deposits in such bonds, 
is in effect simply a financial device. The 
connection betwen the raising and ex- 
penditure of government funds and the 
growth of the real war fund of the 
country lies deeper. A certain propor- 
tion of the demand deposits of the com- 
mercial banks currently passing into the 
hands of savers as income is no longer 
transferred to the hands of those whose 
promises and obligations are regarded 
as acceptable assets for savings banks, 
or withdrawn from active circulation 
through the increase in the cash assets 
of savings banks, but is passed on di- 
rectly to the government. The forma- 
tion of new capital or the maintenance 
of old capital in the community by pri- 
vate people with the aid of current sav- 
ings is restricted by the failure of the 
savings banks to increase their loans and 
investments, other than investments in 
government securities. The real war 
fund is to that extent increased, though 
it is still by no means certain that the 
things that the potential borrowers from 
savings banks would have demanded are 
the things the government wants. 


Changing Course of Energy and 
‘ Materials 


HE collection of new current savings 
_ and their investment by the savings 
bank system is something to which the 
peacetime economy is adjusted. It is 
equipped to make the things demanded 
by those who borrow from savings banks 
and it is adjusted to the withholding of 
a part of current income from the con- 
sumers goods markets through the nor- 
mal growth of savings. But it is not 
adjusted to the special demands made 
upon it when the process of private cap- 
ital formation is suddenly replaced by 
special types of demand from govern- 
ment. Thus even those who divert their 
current new savings into government 
savings bonds do not bear the real war 
burden. They do not work harder than 
before, nor do they refrain from new 
capital formation or deplete existing 
capital more than they do in peace time. 
But they are a link in the chain of 
events that causes others to do so. 
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Finally, if the offer of government 
savings bonds to the public causes addi- 
tional savings to be made for the specific 
purpose of buying government savings 
bonds, over and above the savings that 
would normally be made, then the savers 
do release energies and resources which 
otherwise would be devoted to satisfying 
their wants. But even here, the people 
who do the extra money saving and pro- 
vide the government with funds may not 
be the people who actually contribute to 
the real war fund. They may only force 
others to do so. As Professor Pigou 
points out, economizing on the services 
of an ancient retainer past the age of 
active service, or on the services of bal- 
let dancers, does not help the govern- 
ment to prepare for war, unless these 
people in turn are obliged to economize 
on clothing or housing or other things in 
which materials and labor suitable for 
war purposes are embodied. 
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Three Major Results 


VIGOROUS and successful campaign 
to sell large quantities of govern- 
ment bonds to savers either directly or 
through the savings banks as intermedi- 
aries has three major effects, the relative 
importance of which depends to some 
extent on the size of the cash reserves of 
the savings banks when the process is 
started, and on the ease with which sav- 
ings bank loans and investments can be 
shifted to other lenders. It transfers 
previously inactive commercial bank de- 
posits to the government from the re- 
serves of the savings bank system. It 
interrupts the ordinary flow of the active 
circulation from savers to investors and 
replaces it by a flow from savers to gov- 
ernment, and it induces a new transfer of 
purchasing power from the consumers 
goods’ markets to the government. 
It sets in motion an extremely compli- 
cated process, involving many pressures 
and strains on the economic system, 


which, together with the competitive 
monetary demand of the government, 
will in the end force the private economy 
to release to the government precisely 
those energies and resources which con- 
stitute the real war fund. It does not do 
this, however, quickly or smoothly or in 
sufficient amount, because the individ- 
uals who contribute the money savings 
are not the ones who contribute the need- 
ed resources. 


When the money is first raised the 
problem is only half solved. When time 
is of the essence it takes too long for the 
financial repercussions of the raising and 
spending of money by the government to 
produce the required quick diversion of 
material resources. That is why the Ger- 
mans have gone about the problem the 
other way around. The whole apparatus 
of priorities, price fixing and rationing, 
and the restriction of consumer purchas- 
ing power by taxation is still essential 
to a real war effort. 





The Torrent of Liquidity 


From The Economist of London, April 19, 1941 


HE financial situations of well-nigh 

every country in the world, belliger- 
ent, non-belligerent and neutral alike, 
share one common characteristic: an ex- 
ceptional abundance in the supply of 
short-term credit and in the means avail- 
able for its investment. War is being 
waged and neutrality defended on cheap 
and abundant money. The torrent of 
liquidity gushes in every case from un- 
balanced Budgets. In only one country 
can a supplementary explanation be ad- 
vanced, namely the chronic magnetic at- 
traction for gold which has drawn to the 
United States about four-fifths of the 
world’s reserves of the metal. 

The efforts required by total war have 
proved altogether too violent for the sur- 
vival of budgetary orthodoxy. The 
United States has lived on unbalanced 
Budgets since the beginning of the New 
Deal era, and the deficits must inevit- 
ably grow larger as the Lease-and-Lend 
Act gets into its stride. 

In the case of the belligerent countries, 
the amounts to be borrowed have proved 
too large to be provided by public sub- 
scriptions to medium or long-term Gov- 
ernment loans. The alternative and easy 
resort to direct short-term borrowing 
from the banks has proved inevitable 
and irresistible. The now long-establish- 
ed independence of currencies from rigid 
gold parities has certainly removed some 
of the inhibitions which formerly might 
have deterred Governments and their 
financial advisers from excessive recourse 
to short-term borrowing and from the 
consequent manipulation of the volume 
and price of short-term credit. On the 
side of the demand for investments, the 
uncertainties of the immediate outlook 
have created a “liquidity preference” 
which hard-pressed Governments have 
been only too willing to satisfy and press 
into service. 

Cheap money is the order of the day. 
Great Britain began the war with a 
Bank rate of 4 per cent, but it was 
quickly brought back to 2 per cent. In 


Germany the Reichsbank rate is 3% per 
cent, having been reduced from 4 per 
cent in April, 1940. In Japan the official 
discount rate has remained unchanged 
at 3.29 per cent since April, 1936. The 
discount rate of the Federal Reserve 
Bank of New York stands at 1 per cent, 
the lowest in the history of Bank rates. 

In the United States the liquidity of 
the credit position must be explained in 
somewhat different terms. The poten- 
tial credit expansion in that country has 
been created by the persistent gold in- 
flow. But, as in the case of the other 
countries discussed above, it is mainly | 
the budgetary deficit which has trans- — 
lated that potential into the expansion 
of bank credit which has taken place 
since the New Deal started the long 
sequence of United States deficits. Re- 
cently, the impact of war orders by the 
Allies has been felt as an equally potent: 
factor in the United States credit situa- 
tion, and the consequent rise in bank 
loans to the armament industries will 
no doubt make further headway. 

It is in the member banks’ participa- 
tions in successive Government issues 
that the mechanism of credit expansion 
has operated. But the basis for its oper- 
ations has been laid by the large annual 
inflow of gold and the consequent ex- 
pansion in member banks’ reserve bal- 
ances with the Federal Reserve Banks. 


Old Inflation Controls Inadequate 


The world-wide inflationary potential 
is, for the time being, held in fairly 
effective check. It is kept dormant by 
such factors as official controls of prices, 
of consumption, of alternative means of 
investments, of profits and dividends. 
It is also being neutralized by the inevit- 
able deterrent of war to normal econ- 
omic enterprise. But this vast growth 
in liquid investments cannot for ever be 
dammed up and kept isolated from the 
structure of world prices. The interna- 
tional growth of short-term debt, and 
indeed the larger growth in all fixed- 
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interest-bearing debt, of which it forms 
a part, must make for eventual deprecia- 
tion in the purchasing power of money 
on a scale larger even than has been evi- 
dent since the outbreak of the war. 


It seems highly unlikely that after the 
end of this war we shall revert to the 
almost evenly matched cycles of infla- 
tion and deflation which characterized 
the ninetenth and the first four decades 
of the twentieth centuries. The pull of 
a metallic standard and of immutable 
mint parities has probably ceased to 
operate forever. It is probable that we 
shall revert to slow but steady deprecia- 
tion of the purchasing power of money. 


_ At the clese of this war there will be 
ample inflationary potential to carry 
further the gradual depreciation of 
money, and in the immense tasks of re- 
construction there will be more than ade- 
quate material for harnessing that poten- 
tial. On the other hand, there will be 
no desire “to look the dollar in the face,” 
or other conventional monetary criterion 
to urge us on the road of contraction, 
retrenchment and deflation. 


The monetary history of the world pro- 
vides, with the broad exceptions already 
mentioned, one long illustration of the 
safety valve of currency depreciation 
easing the load of debt which otherwise 
would have stifled all economic progress. 
At the end of this war the task will be 
to evolve practical methods of avoiding 
the disasters to which an over-rapid 
decline in the value of money has always 
given rise in the past. 
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Spending, Spending — 
Over the Bounding Debt 


“When we embarked upon the present 
preparedness program Congress and the 
country were assured that domestic ex- 
penditures would be pared to the bone. I 
haven’t seen many signs of paring yet, and 
I very much doubt if there will be any ap- 
preciable economizing. The ‘galloping 


hounds of waste and spending’ are in the 
saddle but some day the horse they are 
riding will drop dead from starvation and 
What will we do when that 


exhaustion. 
day comes? 

“I am thankful that it was given me to 
live through the golden era of the republic 
—the period between the Spanish-American 
and World Wars. There has never been 
another period like it. Very few farm and 
home foreclosures, rarely did a bank close 
its doors, and only the unemployable were 
out of work. But today we are in bondage 
to the tax collector and he will take more 
and more of our incomes as we continue to 
pile up greater and greater debts on which 
interest must be paid. 

“As for the national debt, which now is 
approaching the 50,000 million mark—well, 
we will probably be forced to do as they 
did in Europe after the World War—wipe 
it out through inflation. That would wipe 
cut the holdings of every man, woman and 
child in the country. 

“Frequently constituents write in and ask 
‘What are safe investments?’ Frankly, I 
do not know. Probably real estate, but if 
we get inflation, taxes will become so high 
that property will be taken over for de- 
linquency. 

“Sometimes I suspect that there is a small 
group within our Government that is work- 
ing for public ownership of everything. 
This can easily be brought about through 
taxation. If that day comes we will all be 
serfs of the State. If we want to prevent 
such a catastrophe, we'll have to do more 
than sing ‘God Save America,’ because He 
only helps those who try to help them- 
selves.”—Hon. Gerald W. Landis, Congress- 
man from Indiana. 


ee 


Dr. Alfred H. Williams, dean of the 
Wharton School of the University of 
Pennsylvania, has been appointed presi- 
dent of the Federal Reserve Bank of Phila- 
delphia, succeeding John S. Sinclair, who 
resigned to become a vice president of the 
New York Life Insurance Company. 
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The Economics of Finance 
Editorial 


| has been remarked by many of the prominent financiers and econ- 
omists of Europe that we are not fully prepared and trained in view- 
point, fact and understanding of the relationships of investments—or 
loans—to world enterprise and exchange. This is a serious indictment 
which must be faced now if we are to take any intelligent leadership in 
the “new order.” Isolationism is as impossible in banking and investment 
activity as it is in trade and politics; no longer can the lender look solely 
to the three “C”’s for security—ability to repay is more and more deter- 
mined by events on the seven Seas of economic affairs. 

It is well remarked that management which has performed success- 
fully under good times and bad is the best bet for future investment. But 
the time has passed when statistics of past operations of individual or 
company, or even industry, are reliable guides to the future solvency and 
capacity—except as they indicate relative performance of management. 
Even here, in the vital matter of managerial ability, it is not sufficient 
proof that the record has been comparatively superior; the keener students 
of investment trends are looking to the research facilities and to political 
and economic adaptability. Recognizing the importance of the latter, pro- 
gressive industrial and insurance companies have developed full time 
economic staffs. 


NFORTUNATELY, few banks or trustees have followed this lead. 

There is thus a dangerous gap between the long-range, tidal move- 
ment viewpoint of trained economists and the usually short-range view- 
point of practical loan or investment analysts. Conditions of the past 
few ‘years have clearly shown that financial survival depends upon adapta- 
tion to changing social and political demands. 

A new executive line-up is indicated when only 30% of the assets of 
all banks are in loans while far too often a large majority of the official 
personnel still comprises credit men. In trust departments, savings banks 
and insurance companies a huge and growing volume of investments are 
in government bonds and so become directly involved with questions of 
fiscal policy, while other securities are more affected by economic develop- 
ments than by their own techniques. 
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We have today in America probably the greatest assemblage of exper- 
ienced financial, political and industrial economists ever known. 
from our own universities, some from foreign countries. 
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Some 
From this talent, 


attuned to interpretation of the basically important problems of the day, 
institutional investors would do well to draw for regular consultant work 


or as members of their official staffs. 


For not only are our domestic inter- 


ests affected vitally by economic affairs, but tomorrow we may have to 
assume the world leadership in trade, finance and political economy which 


HAT American does not need are 
those embonpoint members of the 
old guard who wax voluble over unjust 
usurpation of their privileges —- which 
they had come unwittingly to regard as 
rights—and wind up with forecasts of 
the collapse of civilization or place reli- 
ance on the “cycle” of regeneration. 
Having risen or fallen into cushy posi- 
tions of command, either political or com- 
mercial, they leave to the coming gen- 
eration the scraps of a good idea—pri- 
vate capitalism—from which, like vul- 
tures, they have drained the essence, 
without having made any exertion to pre- 
serve the health of that very system 
which has so well supported them. 





will be expected of the greatest productive democracy on earth. 


Wanted: Economic Architects 








It is the old story of the struggle 
between advancing youth and age jeal- 
ous of entrenched power. We have seen 
it go berserk in the Nazi youth move- 
ment of the ’30s, and may yet see that 
same movement, crystallized by age and 
privilege, upset by the coming youth of 
Germany who had no voice in its crea- 
tion and find its privileges monopolized. 
We see it going on here in the “battle of 
ideologies” between the vocal young Sta- 
tists or state capitalists, and the older 
laissez-faire pensioners. There is no 
heartening sign of a compromising atti- 
tude to blend the lessons of experience 
and maturity of judgment with the 
social-minded and pioneer spirit. 


UT there is another 
voice in America, 
as yet but dimly heard 
and with little concert. 
It is the voice of those 
keen and _ courageous 
enough to see the sport- 
ing challenge of the 
times and heed the call 
of a confused world of 
“little people” for unsel- 
fish leadership and re- 
sponsiveness to justified 
demands. America has 
known little of the type 
of “intellectual youth re- 
volts” so common to 
Europe, perhaps because 
this was always a land 
of opportunity. But in 
a continuance of the cur- 
rent trend toward 
“security” the defeatist 

















talk about there being no frontiers or 
future in private business, the danger- 
ous seeds of repudiation may find soil. 


Possibly for the same reason the indi- 
vidual leaders of business have, with 
some fine exceptions, defaulted in their 
duty of keeping the economic house in 
order and left the job to government. 
If we are to have economic freedom it 
is apparently up to the young men who 
will inherit the mess to champion a bal- 
anced platform and initiate the social 
plans of the world in which they will 
have to live. 


Many of the present leaders of indus- 
try, or politics, will be retired—voluntar- 
ily or otherwise—by the changes of the 
next few years; some will as always con- 
tinue responsive and be our greatest 
stockpile of economic intelligence; but 
it is the coming generation which is 
most concerned with investing in a suc- 
cessful war and the prosperous peace 


475 


that must follow if we are to make good 
its legacy of loss. 

Next month will witness the annual 
conclave of the greatest impartisan or- 
ganization of young Americans, civic- 
minded and well educated, representative 
of practically every line of and position 
of commercial and professional endeavor 
—the Junior Chamber of Commerce of 
the United States. Just as it is the job 
(and sometimes a thankless one) of the 
Young Republicans or the Young Demo- 
crats to build a better political organi- 
zation, so is it the privilege and respon- 
sibility of the Junior Chamber to build 
a better social and economic organiza- 
tion. And Banking too has its great 
national youth organization—the Amer- 
ican Institute of Banking, also meeting 
in convention in June. Is it too much to 
expect that their voice may be heard 
in the vanguard of a Renaissance of the 
incentive system so essential to a virile 
republic? 


Unit or Branch? Let the Customer Decide 


HEN bankers can no longer work 

up high blood pressure over the 
latest bulge in the national debt, new 
super-tax bills, the mounting ratio of 
government bonds (at decimal returns) 
in the portfolio, or even the latest loss 
statement (formerly known as Profit- 
and-Loss statement), they can still get 
into a dither at mention of the word 
Branch-banking. At that point the 
gorge rises—or sinks—and the endoc- 
rines go into eruption. 


Here, in truth, is the battleground for 
the bankers’ own little civil war. Some- 
what less concern is shown over the more 
fundamental question of whether either 
will remain private and competitive. 
The Davids and Goliaths lay down ver- 
bal barrages with equal ardor — and 
similarity of argument, while in between 
come official pronunciamentos, and jour- 
nalistic generalities which so fairly rep- 
resent both sides by taking neither — 
which is supposed to be the height of 
diplomacy. 


What has usually been lost sight of 
in the fulminations is that the complex- 
ion of banking—commercial and invest- 
ment — has considerably changed. It 
may return to its original primary func- 
tion of short-term loans and discounts, 
but at the end of 1940 these were less 
than 30% of total assets, and rose only 
12% since June 1934 while cash rose 
185% and investments (2/3rds U. S. 
governments) went up about 60%. In- 
vestments—and long-term loans—are a 
major concern, along with local credit. 
Transportation changes have _ turned 
many a cross-roads bank into a teller’s 
window, and village as well as national 
self-sufficiency is more a wishful fancy 
than a reality. 

Production and distribution are becom- 
ing more centralized with subsidiary fac- 
tories or branch stores doing a larger 
share of the local business, and with fin- 
ancial affairs handled at the district or 
head offices. 

This is not to say that the small town 
bank has no field for local loan service, 
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but rather to question whether local 
management of a branch may not be 
more efficient where assets are predom- 
inantly in investments. And as the cost 
of operations and living increase under 
the great defense load, the margins may 
narrow dangerously. Already in Britain 
and even to some extent in the cities here 
there is a contraction of branch facili- 
ties by merger which indicates the dif- 
ficulties of meeting expenses in integral 
units. The time to study these trends is 
now. 

As to the advantages of branch bank- 
ing to trust service, would it not also be 
the democratic way to let the public 
decide? Obviously the larger unit bank 
can compete with the branch bank across 
the street when it has a well organized 
department. But there is no place for 
the continuing investment and legal 
responsibilities of trust investment in 
the small bank operating such service on 
a part-time basis. In the final analysis, 
the public will demand safety, efficiency 
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and service ability and any legislative 
advantage gained by branch banks, or 
arbitrary restrictions gained by unit 
banks will have to be paid for in loss of 
good will to themselves and to the bank- 
ing business as a whole. 


Modernize Defense First 


With the Press and Government offi- 
cials pounding away at the urgency of “all- 
out” defense production and being forced 
to priority controls, bankers might do well 
to consider the advisability of undertak- 
ing bank building and modernizing at pres- 
ent. The steel industry which supplies 
the structural steel of which buildings are 
made is operating at 100% of capacity, 
with an alarming back-log of defense or- 
ders. The same holds true for other build- 
ing materials which are vital to the de- 
fense effort . . . and the labor situation 
presents another similar consideration. 
Brick layers and welders and the various 
other skilled workers of which there is a 
very definite shortage cannot be spared 
from defense production, and every re- 
source of men and material which can be 
used for the defense effort and which is 
diverted from that objective will be con- 
demned by public opinion. 

It is urged that those in financial service 
first study the principle of priorities as it 
affects their own particular spheres and 
bear in mind an added advantage in post- 
poning non-defense building. Some day 
this war is going to end and a serious slack 
may be created when we stop our mass 
production for defense. That is the time 
when banks might help to tide over the pe- 
riod of readjustment by doing their build- 
ing and modernizing, and at the same time 
gain good-will for themselves. 


te) 


Canadian Savings Higher 


For the fourth month in succession, sav- 
ings deposits of the Canadian people showed 
an increase in February, according to the 
monthly return of the chartered banks to 
the Minister of Finance. The expansion is 
considered directly due to the larger earn- 
ings of the people, resulting from wartime 
activity in industry and trade. A rise of 
$18.8 millions in February over January 
brought savings deposits in Canada to al- 
most $1.7 billion, about $28 millions higher 
than at the end of February, 1940, and $87 
millions higher than Oct. 31, 1940. 





Connecticut Trust Men Meet 


OME seventy-five trust men and wo- 

men attended the one-day Trust Con- 
ference of the Connecticut Bankers Ass- 
ociation at the New Haven Lawn Club 
on May 15th. The session was presided 
over by F. Glendon Hall, vice president, 
The Bridgeport-City Trust Company, 
who is chairman of the Trust Committee 
of the association. 


A paper on common trust funds, in the 
form of questions and answers, was 
delivered by Robert S. Walker, vice pres- 
ident, Colonial Trust Company, Water- 
bury. Mr. Walker commented on the 
failure of two attempts to enact enabling 
legislation in Connecticut, both being 
considered too broad (one being the Uni- 
form Act), and urged that the Trust 
Division prepare a bill for the next ses- 
sion incorporating some of the provisions 
of the Federal Reserve Board Regulation 
on the subject. 


Figuring Responsibility 


Henry A. Theis, vice president of the 
Guaranty Trust Company of New York 
and chairman of the Committee on Costs 
and Charges of the Trust Division, 
American Bankers Association, urged 
trust institutions, in building their fee 
schedules, to keep in mind the important 
factor of responsibility and liability, as 
well as information revealed by their cost 
accounting systems. 


“A fee schedule should be based upon 
both the cost of doing business and the 
responsibility assumed,” declared Mr. 
Theis. “The cost accounting system fails 
to reveal the responsibility assumed; 
therefore a fee schedule cannot be built 
upon the cost of doing business alone. 
The amount that you include in your fee 
schedule for liability cannot be measured 
by a fixed yardstick. It involves the 
science of valuation and appraisal. 


“Set up and operate a cost accounting 
system for your trust department. Use 
the system recommended by the Trust 
Division of the American Bankers Asso- 
ciation and you will be able to compare 
your results with those of similar insti- 
tutions in your neighborhood or else- 


where. But in flocking to adopt cost ac- 
counting systems we must not rely too 
heavily on the cost of doing business and 
overlook the other element which enters 
into the fixing of fees, which is even 
more important, namely, our responsi- 
bility and liability.” 


Interstate Problems 


“Headaches Found in New York Safe 
Deposit Boxes” was the title of an inter- 
esting talk by Bradford Boardman, Pro- 
bate Judge for Fairfield County. Judge 
Boardman was referring to situations 
where a Connecticut resident leaves var- 
ious items of intangible personal prop- 
erty in a New York bank, and then, upon 
his death, the New York surrogate ac- 
cepts jurisdiction over the estate under 
the New York statute which confers such 
jurisdiction in cases where a non-resi- 
dent decedent leaves personal property 
in New York. 


Three problems as illustrated by actual 
recent cases were discussed by Judge 
Boardman. In one the administration 
expenses and fees in connection with the 
New York proceeding to probate the will 
were disallowed by the Connecticut tax 
commission for purposes of the succes- 
sion tax, a greater sum being thus pay- 
able than if administration had taken 
place exclusively in Connecticut. 


The second situation involved an es- 
tate in which the personal property was 
located in New York but the decedent 
left Connecticut real estate. At Judge 
Boardman’s suggestion, the New York 
proceeding was dropped, since that 
would have meant the necessity of an- 
cillary administration in Connecticut, a 
legally inconceivable possibility for a 
resident decedent. 


The third question arose in a case 
where the codicil to a will was valid and 
admitted under the laws of New York 
but invalid under the domiciliary law. 
The domiciliary executor sought to re- 
cover assets in New York to pay a leg- 
acy which had been revoked by the cod- 
icial, but the New York court denied the 
petition. 


477 





TRUSTS and ESTATES—May 1941 


ESTABLISHED 1867 


PEOPLES-PITTSBURGH TRUST COMPANY 


Pittsburgh’s Oldest Trust Company + Serves the Country’s Largest Corporatiors 


Main Office: Wood Street at Fourth Avenue 


Member Federal Deposit Insurance Corporation 


Other “headaches” which might be 
suffered, as pointed out by Judge Board- 
man, included the difficulty of getting 
boxes released after death; double dom- 
icile questions; rights of creditors; and 
double taxation. He suggested that bet- 
ter reciprocal relationships are needed, 
or such legislation as will insure a more 
orderly procedure in the State of dom- 
icile. 


Question Period 


The afternoon session was devoted to 
a question-box period, presided over by 
G. Harold Welch, trust officer, The New 
Haven Bank, N.B.A., who is also secre- 
tary of the association. The subjects 
and the experts to whom the questions 
were directed were: 


Trust Operation: Philip H. Graham, 
trust officer, Hartford National Bank & 
Trust Company 


Robert H. Whit- 
Bridgeport-City 


Trust Investments: 
ney, vice president, 
Trust Company 


Trust Taxation: Charles M. Lyman, 
attorney, New Haven 


Trust Law: William W. Gager, attor- 
ney, Waterbury 

A summary of this session will appear 
in the next issue. 


Graduate School of Banking 
Opens June 16 


The Graduate School of Banking, educa- 
tional arm of the American Bankers Asso- 
ciation for bank officers, will enter its sev- 
enth annual resident session at Rutgers 
University, on June 16th with a fresh- 
man class of at least 242 students, a grad- 
uating class of 184, and a student body of 
more than 650, of which 130 will be trust 
majors. The two-week summer session, 
which brings together bank executives from 
all sections of the country, is part of a 
three-year course leading to a banking 
diploma issued jointly by the Association 
and Rutgers University. 


This year’s resident session will feature, 
in addition to the regular courses of study, 
heavy emphasis on the inter-relations of 
banking and government. A new course 
entitled “Banking and Government,” will 
be given under the direction of Paul F. Cad- 
man, A.B.A. economist, and A. L. M. Wig- 
gins, chairman of the Association’s Com- 
mittee on Federal Legislation. The Grad- 
uate School’s faculty this year includes 
three new members, in addition to Mr. Wig- 
gins, who will lecture in the new course on 
Banking and Government: William R. 
White, New /York’s Superintendent of 
Banks; Mayo A. Shattuck, member of the 
law firm of Haussermann, Davison, and 
Shattuck, Boston; and Otto C. Lorenz, con- 
sumer credit research expert for the Amer- 
ican Bankers Association. 





Review and Preview of Trust Division’s Activities 


CARL W. FENNINGER 


President, Trust Division, American Bankers Association, and 
Vice President, Provident Trust Company, Philadelphia 


HROUGH the efforts of the National 
Conference Group, composed of five 
representatives each of the American 
Bar Association and the Trust Division, 
studies have been made in both legisla- 
tive and practical matters in several sec- 
tions and the conference has been and is 
being instrumental in clearing up mis- 
understandings between the bar and 
banks and trust companies. In Oregon, 
for example, the conference was very 
effective in bringing together the two 
groups who cooperated in the develop- 
ment of a joint statement of principles 
which closed a rather long and acrimon- 
ious dsicussion, and which—best of all— 
avoided legislation. In a number of 
other cases the conference has been help- 
ful in straightening out controversies. 
As to taxation, we have had two par- 
ticular things of concern to us. One that 


of multiple taxation on intangibles and 
the other resulting from the recent deci- 
sion of the United States Supreme Court 


in the Higgins case. As to the first of 
these our Committee on Fiduciary Leg- 
islation has taken steps to interest the 
trust men in all states and the District 
of Columbia in corrective legislation and 
has prepared for use in those states, 
where appropriate, a statute amending 
existing inheritance tax laws as follows: 


“Nothing in this act shall be construed 
as imposing a tax upon any transfer, as 
defined in this act, of intangibles, how- 
ever used or held, whether in trust or 
otherwise, by a person, or by reason of 
the death of a person, who is not domi- 
ciled in this state at the time of his 
death.” 


Two states, (North Carolina and 
Washington) of sixteen where such a 
statute is needed, have adopted this 
amendment. It is under consideration 
in Kansas, Minnesota, Oklahoma and 
Texas. As to the second matter, it 
appears that the only way in which the 


From report to Executive Council at Hot 


Springs, Va., April 29, 1941. 


old status of charges by fiduciaries as 
deductions in income tax returns can be 
regained is by legislation and we expect 
to foster such action at an appropriate 
time. 


Effect of New Laws 


The Trust Indenture Act of 1939 made 
those parts of the American Institute of 
Banking textbooks dealing with corpor- 
ate trusts largely obsolete. As a result 
our Committee on Trust Education has 
been correcting these sections so as to 
conform them to the new conditions. 
This work is nearly finished. 

One of the most serious difficulties 
resulting from the high rate of inheri- 
tance taxes, both federal and state, and 
the effect of the provisions of the Secur- 
ities and Exchange Act on sales of secur- 
ities in large lots, has been the need for 
registration under the act. Several cases 
have recently arisen where necessary 
sales for tax funds could not be made 
until the corporation whose securities 
were to be sold had registered. Inform- 
al conversations on the subject have been 
held with counsel for the Securities and 
Exchange Commission. We hope a way 
may be found to relieve if not exempt 
fiduciary transactions from this disabil- 
ity. 

In a number of states uniform legis- 
lation has made progress. The Uniform 
Trustees Accounting Act was adopted 
in Washington and Nevada in the 1941 
session of the legislatures. In Arizona 
and South Dakota the Uniform Common 
Trust Fund Act has been adopted this 
year. In several other States uniform 
acts are under consideration by legis- 
latures still in session. For example, in 
Pennsylvania, the Uniform Principal and 
Income Act is on the calendar, as is the 
Uniform Trust Receipts Act, which, 
while not pertaining directly to the trust 
business, is of interest to us because of 
its bearing on the general business situa- 
tion. 
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Investment Matters 


It is planned at trust conferences to 
hold round table discussions of specific 
investment questions under the leader- 
ship of experienced investment men. It 
is probable also that help may be given 
in extending the usefulness of the com- 
mon trust fund which should be effective 
in helping to meet present investment 
conditions. Likewise the dissemination 
of information about the so-called “Mass- 
achusets rule” or “prudent investor” 
theory of trust investment may help 
solve at least in part the problem. 


A year ago the United States Treasury 
Department rescinded the right of trus- 
tees to purchase United Savings Bonds. 
Having this in mind steps were taken 
to have the new Defense Bonds made 
available for trust funds. Through Gen- 
eral Counsel Needham officials of the 
Treasury Department were interviewed 
and prevailed upon to open to trust funds 
the investment in these securitites. We 
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are grateful that Series F and G will be 
available for trust investments. 


Our committee on trust information 
has undertaken to prepare a manual on 
customer relations. It is being written 
in two forms, one for employees and the 
other for employers. In both forms the 
“case method” is being used to point out 
proper procedure in handling customers. 
It is expected that these manuals will 
be ready for use this Fall. 


In addition to this the committee is 
engaged in gathering information which 
will show the size of incomes from trusts 
administered by trust institutions. 
There is a widely held popular impres- 
sion that trust institutions are engaged 
primarily in serving a small group of 
wealthy customers. In our opinion it is 
necessary to remove this idea from the 
minds of people and we believe the in- 
formation developed by this survey will 
be of great help in breaking down this 
public misconception of our trust exper- 
ience. 


Insurance-Trust Councils 
Recently Organized 


The work of organizing life insurance 
and trust councils has continued. Four 
councils have been organized since the 
last report to the Executive Committee 
in Denver, Buffalo, Seattle, and Milwau- 
kee. This makes nineteen councils now 
functioning in thirteen states and the 
District of Columbia. These councils 
are proving effective instruments in 
developing good will and understanding 
between life underwriters and trust men 
with resultant benefit to the public whom 
both serve. 


Earnings of trust departments con- 
tinue to be of concern to all of us. We 
must continuously approach the solution 
of this problem, both from the stand- 
point of adjusting fees for services up- 
ward and also by intensive studies to 
reduce costs of operation. As a result 
of this latter idea a Committee on Oper- 
ations for Trust Departments has been 
set up. This committee is engaged in a 
study of operating methods to see if 
improvements in operating systems can 
be made and further economies effected 
without loss of efficiency. 





Y 
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Estate Business Tomorrow 


HE monthly §S.E.C. reports of secur- 

ity transactions of corporation offi- 
cers, directors and principal owners have 
consistently shown numerous and large 
transfers, by gift, of corporate secur- 
ities. As recent examples may be cited 
Samuel Kress’ gift of $840,000 par value 
of special preferred stock of S. H. Kress 
& Co., and the 20,000 shares of Bath 
Iron Works, valued at $460,000, given 
away by William Newell. 


All told, millions of dollars of invest- 
ments in listed as well as closely held 
corporations are being transferred to 
relatives and others each month. This 
is obviously caused in large measure by 
the ever-mounting tax rates, especially 
in the higher estate brackets, and the 
relative tax advantage of transfer by 
gift, both because of lower rates and 
division of the estate to avoid the higher 
surtax brackets. 


The implication to fiduciaries is clear: 
in addition to the reduction of large es- 
tates through death duties, transfer dur- 


A Dominion Succession Duty 


It is expected that the Dominion of Can- 
ada will enter the field of succession taxes. 
The rates proposed for a bill to be intro- 
duced later are not drastic, but naturally 
they will add to the levy or estates now ex- 
acted under the provincial succession duties. 
No indication as to possible yield has been 
yet given. 


ing life is cutting very materially the 
amounts which will pass through pro- 
bate. It may further be that many of 
the more liquid assets will have been dis- * 
posed of by the time the executor comes 
into the picture. However, this trend 
has been notable also in the disposal dur- 
ing life of art works — frequently as 
charitable donations — to reduce the 
future estate appraisal. 

Thus the “cream of the crop” is being 
skimmed off the market for estate and 
testamentary trust services. By the 
same token, more opportunities are being 
created for living trust services, for in- 
vestment management accounts and cus- 
todian services. The mutual (or com- 
mon) trust fund is also more and more 
indicated to economically administer the 
resulting smaller trusts. Emphasis on 
promotion of living services by fiduciar- 
ies is needed if this large and growing 
segment of trust business is to have their 
protection, and if the beneficiaries of 
these gifts are to avoid an extra set of 
transfer expenses. 


Stamp Tax on Government 
Obligations 


According to a recent ruling of the In- 
ternal Revenue Department, the Public Debt 
Act of 1941 (eliminating the tax exemption 
from Government bonds) does not affect the 
exemption from the documentary stamp tax 
which is accorded to Government and State 
obligations. See S. T. 916 (1941-16-10690). 
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TORONTO WINDSOR NIAGARA FALLS 


Under Dominion Government Supervision 


Survey of Probate Statistics 


A preliminary survey of thirteen 
representative large counties through- 
out the country reveals that 54.7% of 
all estates administered were testate 
proceedings. In other words, out of a 
total of 42,342 estates of all sizes, there 
were 19,220 wills filed. The percentage 
of testate estates ranged from 37% in 
one county to a high of 69% in another. 


As part of the same survey, several 
counties reported on the number of let- 
ters of trusteeship issued in their re- 
spective jurisdictions for the year 1940. 
Figures are as follows: 


Letters of 
Trustee- 
ship 


No. of % 
Estates Testate 


5664 49% 
2932 37% 
4082 ad 
2385 
2964 
3618 
1507 
3124 
859 
1611 
5568 
3123 
6964 
2023 


County 


New York, (N.Y.) 
Bronx, (N.Y.) 
Philadelphia, (Pa.) 
Hamilton, (Ohio) 
Essex, (N.J.) 
Cuyahoga, (Ohio) 
Monroe, (N.Y.) 
Erie, (N.Y.) 
Denver, (Colo.) 
Westchester, (N.Y.) 
Cook, (IIl.) 
Allegheny, (Pa.) 
Los Angeles, (Calif.) 
Washington, (D.C.) 


54% 
63% 
52% 
57% 
54% 
47% 
66% 
46% 
69% 
56% 
61% 
54.7% Av. 


Total 46,424 


*No figures available. 
**Figure for six month period, June 1940 to 
Dec. 1940. 
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Record of Charitable Donations 


In 1931 the John Price Jones Corpora- 
tion, publishers of the “Yearbook of Phil- 
anthropy,” probably the most authoritative 
work published on the subject of American 
philanthropy, began to maintain records 
of gifts and bequests to philanthropy as 
reported from day to day in newspapers 
and other publications of New York, Chi- 
cago, Philadelphia, Boston, Washington, 
and Baltimore. The nine-year record shows 
that more than one billion and a quarter 
dollars were given away in gifts and be- 
quests in the six cities, about one-half be- 
ing credited to each source. The follow- 
ing table contains the total figures for the 
period by years. It should be _ noted 
that the sharp rise in the 1939 figure is 
largely accounted for by a gift of art 
masterpieces, appraised at $25,000,000, 
made by Samuel H. Kress to the recently 
dedicated National Gallery of Art in Wash- 
ington, D. C. 

Throughout the whole period, with the 
exception of 1936, bequests fell steadily, 
the low point in 1939 being barely 10% of 
the total 1931 figure. 


Gifts 
$133,769,527 
75,819,917 
42,663,750 
54,022,596 
55,402,295 
53,899,447 
67,581,236 
49,943,714 
79,588,321 


Year Bequests 

$214,942,089 
99,969,107 
99,850,290 
58,579,670 
35,221,801 
52,011,259 
36,034,463 
29,922,495 
21,471,863 


$612,690,803 $648,003,037 
*Taken from “Yearbook of Philanthropy 1940” 
by John Price Jones. 


0. 


Chrysler Corp. Adopts Retirement 
Income Plan 


Stockholders of Chrysler Corp. recently 
approved a voluntary contributory retire- 
ment income plan for the benefit of eligible 
salaried employees receiving more than $250 
a month. The plan is supplemental to the 
old age benefit provisions of the Federal 
social security act. Central Hanover Bank 
and Trust Company of New York City is 
trustee, and it is planned to purchase an- 
nuity contracts. According to the provis- 
ions, employees who wish to come under 
the plan will make a substantial contribu- 
tion to its cost and normally become elig- 
ible for retirement at 65. 





“Ten Commandments” for New Business Development 


N. BAXTER MADDOX, C. L. U. 
Vice President and Trust Officer, First National Bank, Atlanta, Ga. 


OMMERCIAL officers must assist in 

selling trust service; they must have 
a knowledge of our business, become en- 
thusiastic about it, and realize its im- 
portance because of its effect on the 
future of their Bank. We have worked 
up a Trust Manual which we are using 
to sell each commercial officer on the 
functions of the Trust Department as 
well as giving very definite sales ideas 
to them. Additional bulletins and pages 
are added to this Manual from time to 
time. 

Each officer in our Trust Department 
is assigned four commercial officers to 
work with for a period of two months 
and the commercial officers are rotated 
so that each trust officer works with each 
commercial officer for a two months 
period throughout the year in the solic- 
itation of trust business. We have 
found this very helpful from an educa- 
tional point of view and profitable in 
securing new business. It is essential 
that we secure the Wills and Trusts of 
our officers, directors and large stock- 
holders in order to build confidence for 
our Trust Department and Bank. 


Business For and From Attorneys and 
Underwriters 


The next step we believe to be that of 
cultivating our very helpful friends who 
are not on our payroll, such as attorneys 
and life insurance underwriters (both 
general agents and salesman), accoun- 
tants and tax experts. We have found 
the latter two very beneficial in closing 
partnership and business’ insurance 
cases. 


We have used various types of adver- 
tising in order to show our sincere in- 
terest in the attorneys by suggesting 
that our clients “consult their attorney.” 
Whenever we run these ads we send a 
reprint to a selected list of attorneys and 
have found them most appreciative. We 
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also notify them of any legal decisions. 

The same type advertising has been 
done with reference to building confi- 
dence for the life underwriter and show- 
ing our sincere interest in life insurance 
and its part in building estates. Many 
banks make a library of reference books 
available to attorneys and insurance 
men. 

There is no substitute for third party 
influence. The benefits to be derived 
from life underwriter cooperation are 
evidenced by our Life Insurance-Trust 
Council meetings in Atlanta. 

Every one knows the importance of 
trust development and also that the co- 
operation of the life underwriters, attor- 
ney, accountants and tax experts goes 
hand in hand with our growth. Do we 
definitely cultivate these men or do we 
just expect them to help us? 


Coordinated Program 


We attempt to tie in all kinds of direct 


mail with our newspaper advertising 


DO IT RIGHT 


“‘Home-made” Wills endanger 
estates—invite lawsuits. The 
document which disposes of 
all your possessions deserves 
the attention of your lawyer. 
Your Will should be revised as 
your conditions change. It can- 
not be amended after you die. 


TRUST DEPARTMENT 


HAT MATION L BANK 


ATLANTA 
FOUNDED 1865—CAPITAL, SURPLUS AND PROFITS $10,000,000 


Maio Office at Five Points 
Peachtree.at North Avenue Lee and Gordon Streets East Court Sq., Decatur 
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and believe a good mailing list to pros- 
pects is very helpful but must be followed 
by personal solicitation. 

It has also been found very helpful to 
have trust service messages sent to the 
stockholders with dividends, notices 
printed on monthly statement envelopes, 
and other important places around the 
bank continuously calling attention to 
the Trust Department and its service. 

I wish to point out the importance 
of having good prospects — those who 
have a need for our various services and 
those whom we can get in to see under 
favorable conditions. We must be con- 
stantly on the alert for new prospects 
through various lists, newspaper clip- 
pings, new accounts, new arrivals in the 
city. Another good method of prospect- 
ing is called the “Endless Chain Plan,” 
which means that when we sign up a sat- 
isfied customer we ask him does he know 
someone who needs this service — per- 
haps his neighbor, golf partner, business 
associate, the man in the next office, per- 
haps his wife or brother, or someone who 


ie 


With 104 billion dollars insurance in force 
—64 million policyholders—25 billion dol- 
lars assets invested in mortgages, Federal, 
State and City bonds and securities of rail- 
road and industrial enterprises—life insur- 
ance companies pay two and a half billion 
dollars a year in dividends to policyholders, 
death claims and annuities. 

First National officers, directors and 
employees carry $6,000,000 life insurance 
— appreciate the great service rendered by 
life insurance companies and their agents. 


TNO ARTO BANK 


ATLANTA 
FOUNDED 1865—CAPITAL, SURPLUS AND PROFITS $10,000,000 


Main Office at Five Points 
Peachtree at North Avenue Lee and Gordon Screets East Court Square, Decatur 


Member Federal Deposit Insurance Corporation 
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has recently moved into his neighbor- 
hood, etc. This type of prospecting makes 
it easy for the customer to help you and 
is most effective. 


Leading Questions 


After we have secured the prospect 
and the proper introduction for a favor- 
able call, then we are on the spot to sell 
the corporate trust idea and its advan- 
tages. It is up to us to turn this 
approach during our first few words into 
an interview by making the prospect 
want to talk to us. I have found the 
use of simple, boring in questions to 
arouse curiousity most effective. For 
example: 


“Mr. Lamar, have you eliminated the 
second set of taxes in your Will?” 

“Mr. Shelor, have you the common 
catastrophe clause in your Will and life 
insurance?” 

“Mr. Newton, you say you don’t have 
a Will? Well, the State takes care of 
the distribution of your property and 
divides it for everyone just alike. Do 
you want your daughter and son to get 
all of their money when they are only 
21 years of age?” 


These and other questions will interest 
the prospect and give us the interview 
we want. 

During the interview the three steps 
of the sale might be divided as follows: 


1. Analyze his family situation. 

2. Visualize his estate problem. 

3. Dramatize or motivate for the close 
by showing we have the best solu- 
tion of his problem. 


We must use very clear word pictures 
to describe his needs and the type ser- 
vices which we render through a definite 
organized sales talk and human interest 
stories of actual cases. 

During the interview we must be sin- 
cere, sympathetic, and always on the 
alert to bring out the advantages of our 
plan of permanence, experience, economy 
of operation and our financial responsi- 
bility. 

Be ever mindful to appeal to the pros- 
pect’s ego, pride, health, wealth, love, 
power, etc. The more advanced infor- 
mation you have concerning the prospect, 





the better position you are in to make 
the appeal which will have the greatest 
effect. For example, what are his main 
interests, hobbies, and where does he 
spend his spare time? Is the selfish 
appeal best—such as it affects him and 
the money savings—or his love for fam- 
ily and children the greatest appeal? 
And care must be used to strengthen 
his motivation. 


The “Commandments” 


Let me summarize my suggestions or 
the “10 Commandments” for developing 
new trust business: 


1. Commercial officers should be culti- 
vated and requested to assist in this 
development either by personal calls 
or joint interviews. 


. Secure the Wills of all officers, direc- 
tors, large stockholders, and large 
depositors of your institution. 


. Be ever mindful of the necessity of 
proper cooperation with attorneys, 
life insurance men, accountants, and 
tax experts. 


. Use newspaper advertising and di- 
rect mail to a good, selected prospect 
list, to be followed by a personal 
call. 


. Develop a prospecting method by the 
use of eenters of influence, lists, 
newspapers, etc., or the Endless 
Chain Plan as described. 


. Use curiosity arousing questions for 
the interview and be prepared to an- 
swer objections. 


. Have a definite, well-organized sales 
talk to analyze, visualize, and drama- 
tize the corporate trust ideas. 


. Always be sincere, sympathetic and 
let the prospect tell you what he 
wants to do for his family and never 
you tell him. 


. We must be sold on our services 100 
per cent and constantly on the alert 
for new business. 


. Finally, and more important, is our 
own mental attitude concerning our 
business. We must not be apologetic 
about our business because we serve 
the greatest human need with a 
definite sense of trusteeship. 


JUNE—AND YOU! 


Just the right time and person—for a just- 
right vacation at “The Skyscraper by the 
Sea.” 400 beautiful outside rooms with 
tub and shower, fresh and sea water. Surf 
bathing direct from room without charge. 
Three ocean decks and spacious Sky-top 
Solarium. Famous Health Baths. Music 
in the Mayfair Lounge. European Plan. 


Select Clientele 


Hotel Claridge 


ATLANTIC CITY 


Geratp R. TRIMBLE 
General Manager 


<BAPER 
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Chase National Tops List of 
Largest Banks 


The Chase National Bank of New York, 
with deposits of $3,543,377,564 is the largest 
bank in the English-speaking world, accord- 
ing to the fifteenth edition of “The Deposit 
Liabilities of 150 of the Largest American, 
British, Colonial and Dominion Banks,” a 
booklet annually compiled by the California 
Bank in Los Angeles. The National City 
Bank of New York, with deposits of $2,908,- 
437,735, is second, followed by the Guar- 
anty Trust Company of New York, $2,423,- 
223,952. The Midland Bank in London is 
fourth with $2,336,354,354. Of the first ten 
banks, five are American and five British. 
The combined deposits for the 150 banks in 
the booklet total $58,706,139,223, or 75% 
in excess of the depression low point of 
$33,523,082,172 recorded in 1933. 


a 


“In all affairs—love, religion, politics, or 
business—it’s a healthy idea, now and then, 
to hang a question mark on the things you 
have long taken for granted.”—Bertrand 
Russell. 
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“On Active Duty” 


Surely, steadily, the power of this nation to defend itself has emerged 
from the “‘preparation’’ stage; great planes, sturdy tanks, new warships, 
modern arms are pouring from the crucibles of the national effort. 

Less frequently headlined, but also a necessary part of our protection, 
are blankets, drills, tent cloth, heavy shoes and thousands of other essen- 
tials—all vital to a fully prepared, fully equipped America. 

Behind this gigantic effort a great army of credit dollars is mobilized, 
assuring industry of sufficient funds to meet the demands of our huge 
national defense program. Today, credit answers this call to service at 
costs to the borrower lower than ever before in the nation’s history. 

The Chase, in its relationships with correspondent banks throughout 
the country, is cooperating in vigorous measure in the financing of 
defense in its varied phases. 


THE CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 





Life Insurance and Trusts 


Why Underwriters and Trust Men Should Recognize 
the Other’s Vehicle for Property Conservation 


DAVID MARX, JR. 
Atlanta Agency, Massachusetts Mutual Life Insurance Company 


DO not speak to you as competi- 
tors, but as friends who are working 
side by side with me for the mutual in- 
terest of all concerned. We each have 
a definite place in the financial program 
of men. The sooner we realize our in- 
dividual limitations, the better it will 
be for us and those we serve. 

The one thing wherein I think we are 
most at fault is this: We are so anx- 
ious to get business that in the mad 
scramble, we sometimes overlook the 
best interests of our prospects and 
clients. The insurance man says: “Why 
leave your money with a bank or Trust 
Company? It costs 2% percent in and 
2% percent out. Think of this ex- 
pense to your estate.” On the other 
hand, the Trust Official says: “My good- 
ness, why leave your money with an 
insurance company? It cannot begin 
to get a return that we can. It is not 
flexible. True we charge more than the 
insurance company, but look what we 
can do in return for you and how much 
better we will manage your estate.” 
Could we not be rendering a more val- 
uable service if we analyzed our pros- 
pect’s situation a little more clearly? 

The trouble with us is that we do not 
like to lose business. You sell bank 
trusts and I insurance trusts when many 
a time it should be necessary for me to 
sell bank trusts and you insurance 
trusts. What we need is knowledge and 
an absolute understanding of what a 
bank trust will do and what an insur- 
ance trust will do. Also what they can- 
not do. 

Our need is for enlightened educa- 
tion. The life underwriter of today in 
many instances, tries to overstep his 
bounds. Some try to be lawyer, tax 
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accountant and trust officer all in one. 
My theory has always been to have just 
enough knowledge to be able to con- 
vince my client that he should consult 
with his lawyer, his accountant, his 
bank or Trust Company. I cannot give 
legal, tax or trust advice beyond a cer- 
tain point. I have a reputation to main- 
tain and I do not want anything that 
I might say to go unconfirmed. There- 
fore, I always ask my prospects per- 
mission when presenting a proposition, 
to be allowed to consult with his law- 
yer, accountant, bank or Trust Com- 
pany. From the selling angle this is 
good business. I have made four 
friends, and as a rule have three of 
them working with me for his best 
interest. This to my mind is the con- 
structive way to sell life insurance. 


Council Movement 


The National Association of Life Un- 
derwriters working with the Trust Di- 
vision of the American Bankers Asso- 
ciation, has been most helpful in the 
forming of Life Insurance and Trust 
Councils in many of the largest cities 
of the country. We in Atlanta have de- 
rived benefit from our meetings. We 
know each other. We call “Spades- 
Spades.” We are beginning to under- 
stand that we must co-operate in order 
to serve our clientele best. We meet 
on a friendly basis and are securing 
not only good will—but good results. 
I strongly suggest this means of co- 
operation in the other cities. 


I do not feel that the average Trust 
Officer is a fully posted competent life 
insurance man. Therefore, I think that 
it often behooves the Trust Officer, 
when he realizes that a life insurance 
problem is involved, to ask his client 
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that he be allowed to consult with him 
and his life insurance agent—not with 
some favored life insurance agent of the 
bank or Trust Company, but the man’s 
own underwriter in whom he has con- 
fidence. In this way we build the proper 
relationship between life underwriters 
and trust officials. 


You have a decided advantage over 
the life insurance man in this respect. 
Most Trust Officials are either college 
men, graduate lawyers or accountants, 
or else have spent many years with the 
same bank or Trust Company studying 
its problems. The average life insur- 
ance agent has not had similar advan- 
tages. 


Promotion 


It is equally unfortunate that most 
of the primary courses given life in- 
surance agents by their companies are 
based more on the fundamentals of life 
insurance selling and not enough on 
the subject of life insurance and bank 
trusts. Consequently, the new life in- 
surance agent is in no way competent 
to advise on matters pertaining thereto 
and usually is in the business many 
years before he can intelligently do so. 


Where we have done a better job than 
you is in the out and out selling of life 
insurance as against your selling trusts. 
Many of you are tied down by executive 
duties and cannot spend as much time 
in the field as you perhaps would like. 
However, until Trust Companies and 
Banks have more salesminded people 
qualified to intelligently solicit trusts, 
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you cannot hope to obtain them in com- 
parative volume with the insurance 
companies. 


Let me explain further what I mean 
by a better selling job. Let’s learn to 
talk to the layman in his language, not 
ours. When your children run to you 
and climb upon your lap, you do not 
say “how are my little contingent bene- 
ficiaries this evening.” Yet day after 
day we talk to our prospects and clients 
in such terms as The Intestacy Statute, 
Mandatory Powers, Discretionary Pow- 
ers, The Spendthrift Clause and Cor- 
porate Trustee. 


The layman is not interested in these 
terms. Let us give the man to whom 
we are talking a fair chance to under- 
stand us. Even better, let’s learn to 
let him do some of the talking. 


Trends 


I believe the day is coming when op- 
tions in life insurance policies will be 
practically non-existent and that is 
where you Trust men are going to reap 
a harvest, for due to the increase in 
taxes the small estates are going to 
have to be more economically handled 
and the stewardship will fall upon you. 


As I see it, the Trust business will 
increase and the life insurance trust 
will become even more restricted. The 
progressive life underwriter will realize 
this and will recommend bank trusts 
more often in the future than he ever 
has in the past. I certainly have no 
hesitancy about talking to any client of 
mine about bank trusts for I believe I 
see the hand writing on the wall. There 
are many times when I realize the lim- 
itation of life insurance trusts and 
when I do, I say so. 

How can we best achieve the greater 
good? The answer is this: 


1. Let our clients interest be above 
our own. 

2. Let us get to know each other 
better. 

3. Let us realize that we are not 
competitors but co-operators in pre- 
serving confidence of men and conserv- 
ing the security and welfare of their 
dependents. 





Secrets of Selling Trust Service 


Suggestions from Successful New Business Men 


ALBERT JOURNEAY 
Vice president, The Purse Company, Chicago, IIl. 


HEN the banking and trust busi- 

ness was under pressure in the 
early Thirties, curtailment of personnel 
and a revision of methods resulted. In 
the matter of the personal solicitation 
of trust business, the pendulum swung 
far to the left and gradually the trust 
solicitor became almost extinct. 


But pendulums have a way of swing- 
ing back, and in the past few years the 
selling of trust service by trained solic- 
itors has again been coming gradually 
to the fore. There are reasons for this. 
As C. B. Leonhard, assistant vice-presi- 
dent of the Detroit Trust Company, says: 
“The will file is like the wood pile behind 
the house. If it is not constantly re- 
plenished, sooner or later you will come 
to the end of the pile and will suffer 
from the rigors of a cold winter.” 


In due time, trust institutions came 
to notice that in the absence of sales- 
manship their will files were beginning 
to diminish. Frequently, at the death 
of a wealthy person whose estate a trust 
company had expected to serve as exec- 
utor or trustee, probate revealed that the 
last will named an individual, or another 
institution. Furthermore as the old wills 
which the trust institutions were called 
on to administer matured they brought 
new problems. Many wills had been 
drawn to meet far different conditions 
than existed when they matured. 


Advertising Resumed 


When false economy or necessity had 
dictated the abolition of salesmanship, 
the same factors had dictated the cessa- 
tion of trust advertising. To meet the 
situation, the first step taken by the 
more farsighted trust officers was a 
resumption of their advertising pro- 
grams. To the surprise of all, they 
found the public even more keenly inter- 


Excerpted from The Burroughs Clearing House, 
April 1941. 


ested in their service than it had been 
during the pre-depression period. But, 
due to the modern complexity of estates 
and the eternal tendency to procrastin- 
ate in will making, it became apparent 
that still better results would accrue if 
the advertising were supplemented by 
some planned merchandising effort. 

To many it appeared that an effective 
and economical substitute for the full- 
time contact man would be the harness- 
ing of the efforts of the other officers of 
the institution by encouraging them to 
be part-time solicitors. : 

Recently, at the request of a client, 
we asked a number of America’s lead- 
ing trust companies whether the solici- 
tation of trust business by part-time 
solicitors was as effective and profitable 
as the employment of trained, capable, 
full-time solicitors. The following para- 
graph sets forth briefly the gist of all the 
letters reaching us: 

“In my opinion, the best method of 
securing new business is by using full- 
time, capable, and well-trained solicitors. 
Officers and department heads can be 
very helpful and should, of course, co- 
operate; but somehow it is never very 
successful when you charge the officers 
alone with the responsibility of actually 
securing new business, even though the 
effort is well organized, because it never 
seems to stay well organized for very 
long. Other matters become more press- 
ing and the new-business program either 
becomes a mental reservation or is en- 
tirely pushed into the background.” 


Personal Qualifications 


It would seem, therefore, that, as the 
pendulum continues on its swing back 
to balance, more and more banks will 
seek trained trust solicitors. 

By this we do not mean to infer that 
there will be a return to the high pow- 
ered sales organizations which a few 
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institutions in the larger cities developed 
in the pre-depression period. The days 
of “pressure” selling in the trust field 
when cold canvass, quotas, and door bell 
ringing were in vogue have gone, and 
in its place is evolving a type of solici- 
tor and sales methods more in keeping 
with the trust business. The important 
question then is what type of man is best 
qualified for this work under today’s 
conditions and what will he accomplish? 

He should be mature enough, tactful 
enough, sufficiently trained and of such 
personality and appearance to meet and 
impress people in the higher brackets 
of wealth and success, and convince them 
of the importance of having a modern, 
complete plan. 

We would not feel safe in setting an 
age bracket, for we have known success- 
ful solicitors whose ages ranged all the 
way from 28 to 65. We do feel safe in 
stating that a primary requisite is the 
ability to sell. Men trained in the life 
insurance field have frequently proved 
equally successful in selling trust service. 
Former bond salesmen have also done 
well in the trust field, and there is a 
classic example of an ash can salesman 
who became a top flight trust solicitor. 

Recently the writer interviewed a 
number of the most successful trust new- 
business executives in the United States, 
to get from them their secrets of suc- 
cess. I wished to determine whether 
there were certain tricks of the trade, 
methods of sales procedure, or “black 
magic.” The following comments made 
by them indicate that their success is 
based on the same simple and sound 
sales methods that are the bases of the 
success of leading salesmen in other 
fields. 


Personal Testimonies 


Out of his long and successful experi- 
ence in trust solicitation, Vice-president 
A. Key Foster of the Birmingham (Ala.) 
Trust and Savings Co. makes the fol- 
lowing time-tried observations: 


“The first principle in trust selling is 
that it is futile to attempt to sell a trust 
prospect even by personal solicitation 
until the groundwork has been laid 
through advertising, preferably through 
direct-by-mail advertising. 
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“In the second place, no personal solici- 
tation should be made until a very defi- 
nite point of contact has been effected 
with the prospect; that is to say either 
through personal acquaintance or by 
introduction through a mutual friend. 
I do not like letters of introduction. 

“Third, it is important that the solici- 
tor should not call upon the prospect, 
even after the foregoing ground work has 
been laid, until the solicitor is familiar 
with the affairs of the prospect to the 
extent that such information can be se- 
cured through outside sources. The 
credit agencies and various professional 
investigating services can furnish much 
valuable information that greatly facil- 
itates the sales of trust services if the 
solicitor has that information when he 
makes his call. 

“Fourth, I am convinced that at the 
present time the best medium for selling 
trust services is that of saving taxes. A 
comprehensive estate analysis will, in 
almost every instance, open the way to 
income tax savings, which is the most 
important type of tax saving in the mind 
of the prospect. This leads to a discus- 
sion of estate tax saving and, in a great 
majority of instances, opens the way to 
establishment of trust services.” 


Centers of Influence 


John Kinneman, Jr., vice-president, 
Peoples-Pittsburgh Trust Company, has 
found that “certain centers of influence 
are powerful aids in selling trust ser- 
vice.” States Mr. Kinneman: 


“An attorney, especially if he is the 
head of the legal department of a large 
corporation, is a natural ally. He, of 
course, knows all the top executives in 
his corporation and would like to be 
named as attorney in their trust docu- 
ments and wills. He cannot solicit their 
business himself, but he can do much in 
recommending your bank and often will 
do so if he is sure that co-operation works 
both ways. 

“Life underwriters can and will, if 
properly cultivated, refer a great deal 
of their business to you. Much of it will 
come already sold and ready to do bus- 
iness. 

“Once you have sold the head of a 
corporation he will often work in hand 
with the legal department as a center 
of influence for you. 

“The fourth center of influence, the 
officers of the bank, can be very helpful 





T A LK § 


Something New — More trust pros- 
pects than ever before will be 


interested in Tax Savings. Write for 


) 


your copy of “Tax Talks” today. 


i 
vain 


PM 
1 


\ 


NEW BUSINESS 
FOR BANKS 


if properly approached. The officer 
should be convinced that the customer 
cannot afford to be without trust service, 
and that he, as an officer, will be con- 
ferring a favor on the customer by seeing 
to it that an analysis is made. Once 
convinced of this, the officer is very ef- 
fective in actually arranging a meeting 
of the commercial customer and _ the 
trust solicitor.” 


“What Can You Do For Me?” 


Victor Cullin, assistant secretary of 


the Mississippi Valley Trust Company, 
St. Louis, suggests: 


“It is far better to take time to in- 
vestigate a prospect’s worth before you 
make the first contact. If such informa- 
tion is not available and you have rea- 
son to believe the name is worth a call, 
then shift your approach to one of fact- 
finding rather than jumping into a purely 
theoretical case. 

“Technical terms should be avoided. 
Words like testament, codicil, fiduciary, 
and corpus mean little to a prospect even 
if he has heard them before. 


RENNEDY SINCLAIRE, INC. 


140 CEDAR STREET, NEW YORK, N. Y. 


“Information about the strength of a 
trust institution is not nearly so inter- 
esting to a prospect as the answer to the 
question, ‘What can you do for me?’ He 
wants to save money, make his family as 
secure as possible, and relieve his mind 
of worry. You can do all these things 
for him, so why not shoot straight for 
the target, and talk about yourself only 
when he asks you questions. 

“Solicitors who have called on the 
same names for a long period of time 
will naturally go stale on these pros- 
pects. To change such names to another 
individual is highly advisable. Every 
now and then a new approach will click.” 


Four Keynotes 


Edwrad M. Hallett, assistant vice- 
president, State Street Trust Company, 
Boston, gives as the keynote of his suc- 
cess in securing the trust business of 
hundreds of men and women: 

1. Patience and persistency in contact- 
ing prospects. 

2. Believe what a man tells you as to 
what he will do. 
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8. Don’t talk to a busy executive about 
the technical side of trust business. 
Rather talk about his family and his 
business, things which he understands. 

4. Tell the prospect the truth. 


Lead Him Through the Maze 


Elwood T. Starbuck, manager of the 
trust new business department of the 
Wells Fargo Bank & Union Trust Com- 
pany, San Francisco, finds that he gets 
best results “by patiently guiding the 
prospect through the maze of detail 
which surrounds estate matters, down 
an easy path which makes no mention 
of this maze but directs the attention 
of the prospect to the results to be ob- 
tained for his family through the ser- 
vices of a corporate fiduciary.” 

Mr. Starbuck believes that the greatest 
motivating power in addressing a pros- 
pect “is that appeal which will convince 
him that his family will have a better 
source of income, on a more stable basis, 
through a trust than any other method.” 
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Hence, “the best story of trusteeship is 
essentially a simple one.” 


Expose Yourself 


“Aside from having the necessary 
qualifications, it has been my observa- 
tion that the most successful trust new 
business men have been those who sys- 
tematically expose themselves to the 
greatest number of prospective custom- 
ers,” declares Harve H. Page, second 
vice-president of The Northern Trust 
Company, Chicago. “I don’t believe that 
a trust representative should be a mere 
‘door bell ringer.’ But the fact remains 
that failure to call on a large number 
of prospects prevents the law of averages 
from working in his behalf. 


“The new business solicitor will find 
his day can be completely filled with 
things to do that come along without 
any initiative on his part. The new 
business men whom I have seen rise 
above mediocrity have been those who 
recognized that it was necessary to put 
forth more than ordinary effort, that 
extra energy must be mustered if that 
extra call per day was to be made.” 


Listen to the Prospect 


Vance L. Desmond, assistant secre- 
tary, Detroit Trust Company, who has 
been outstandingly successful in secur- 
ing all forms of trust accounts, says: 


“One of the best and easiest and most 
lasting ways to sell another person or 
influence him is to help him solve his 
problem in his own way. Selling is not 
pouring a lot of ideas into a prospect’s 
head, but helping him to solve some prob- 
lem in a way pleasing and satisfying to 
him. The approach must be built around 
a plan leading up to the sales points, 
which will help solve the prospect’s 
problems, whatever they may be. 

“In order to find out just what prob- 
lems confront your prospect the sales- 
man should remember that it pays to 
listen to the client so that he can better 
know and understand the client’s needs. 
The salesman should always remember 
that instead of thinking ‘what can I add 
to my sales talk,’ the master salesman is 
studying ‘what can I leave out of it,’ and 
one finds today that the real salesman 
listens more than he talks.” 





Motivation 


“The basic qualifications possessed by 
successful trust salesmen of my acquaint- 
ance have been a fundamental knowledge 
and keen interpretation of trust busi- 
ness; a knowledge of the problems of 
life and of the desires and aspirations of 
men and women; and the ability graph- 
ically to tell the story of trust service,” 
states Edward W. Nippert, assistant 
trust officer of The Fifth Third Union 
Trust Company, Cincinnati. From his 
long experience, Mr. Nippert has found 
that “to turn a prospect into a customer 
requires motivation.” And to discover 
and use this motivation lever, Mr. Nip- 
pert suggests: “Find the estate problem 
through intelligent questioning; then 
paint the picture of that problem so 
realistically that the prospect in self or 
family interest will be impelled to do 
something about it.” 


No Black Magic 


And lastly, Burns W. Swenson, assist- 
ant trust officer of the Northwestern 
National Bank and Trust Company, 
Minneapolis, offers the following sales 
principles which he believes should be 
contained in a code of ethics for a trust 
solicitor: 

1. Propose to your client the type of 
estate plan which you would select were 
you the prospect. 

2. Do not forget to follow-up worth- 
while customers once the business has 
been obtained. 

3. An obvious rule should be to keep 
all information given you by clients, in- 
surance men, attorneys, and others, in 
the strictest confidence. 

4. Give credit for assistance in obtain- 
ing business, wherever and whenever 
credit is due. 

5. The best way to secure cooperation 
is to give it. 

So we find little “black magic,” per- 
haps, in the sales formulas of these well- 
known trust men. But we find plenty 
of sound reasoning, backed by years of 
successful experience in contacting all 
types of prospects. 

Perhaps it is partly because of the 
example of men of this caliber that the 
pendulum is swinging back to the in- 
creased use of trust solicitors. 


TRUST SOLICITOR 
WANTED 


Chicago loop bank seeks experienced 
Trust solicitor. Man with legal educa- 
tion preferred, married, not over 40 years 
old. Write fully regarding education, 
experience, production record, references, 
salary expected, draft status, age. Address 
Box C-1, Trusts and Estates, 50 East 42nd 
Street, New York, N. Y. 


“Putting Off” Chief Reason 
For Not Making Wills 


A vacation or other trip causes more peo- 
ple to make wills than any other outside in- 
fluence, with advice of business associates 
second in importance as a cause, according 
to a survey of 25,000 ordinary policy holders 
made by Northwestern National Life In- 
surance Co., preliminary data from which 
was reported in our April issue at page 393. 
21.4% of those responding had made wills. 
Contrary to general impression, a change 
in physical health was found to be one of 
the minor influences, causing less than three 
per cent of wills to be made. 


Reasons of Those With Wills 


General: 

Good business, proper thing to do, 
NG istic itis dieres natetitaae cance 23.1% 

Specific: 

Vacation or other trip 

Influence of business associates 

Change in family relationship 

Unexpected death of relative or ac- 
quaintance 

Change in physical health 

Miscellaneous causes, or no reason 


Reasons of Those Without Wills 


Intend to but haven’t gotten to it _ 46.4 
Feel estate too small to justify will 20.6 
Never thought of it ss 
Property held jointly 

Attorney advised against it . 
Miscellaneous, or no reason given _.. 20.0 


100.0 
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A Message to Thinking Philadelphians 
WITH MONEY AT WORK 


The money at work for you today—your estate 
. .. your wealth ... call it what you please— 
will one day be working for others as your Gift 
of Protection to them. But it will provide pro- 
tection only in proportion to the care and fore- 
sight with which you plan—today—for its 
perpetuation. 

Protection is a problem growing in complexity 
every day. The war, new and increased taxation, 
new laws, new social and economic trends are 
certain to affect the Gift of Protection you 


You are aware of these influences. Some of you 
have made provisions to overcome them just as 
some of you have neglected to do so. With times 
as they are, with economic conditions shifting 
every day, all of you should plan adequately for 
the future—today. 

The modern way to do this—the best way to 
conserve and to perpetuate your Gift of Pro- 
tection ; to enjoy allowable tax savings and reduce 
costs; to provide income (and principal if neces- 
sary)—is to arrange a modern trust and to appoint 








leave. 


1. GROUP JUDGMENT. . Your 
appointment of a Trust Company 
to act as the executor and trus- 
tee of your estate is your assur- 
ance that your affairs will be in 
the hands of a group of men 
whose specialty is long-range 
planning. Group judgment leads 
naturally to conservative and 
thoughtful management. 


2. EXPERIENCE ... The Trust 
Company offers you a compos- 
ite experience that only the man- 
agement of many estates over a 
long period could possibly pro- 
vide. It offers you the services 
of men who specialize in taxa- 
tion, investments, and all phases 
of estate management. Collective 
experience of this sort has pro- 
duced the modern trust, has 
given it the flexibility to meet 
emergencies. 


a Trust Company as trustee. 
Weigh Thoughtfully These Six Advantages 
Offered by a Trust Company 


3. DEPENDABILITY .. . The 
Trust Company is subject to 
Federal and State supervision 
and to periodic audits and exam- 
inations. Because of the safe- 
guards afforded by this super- 
vision and the financial respon- 
sibility of the institution, your 
estate has the fullest measure 
of protection. 


4. WORKING TOOLS .. . The 
modern estate, large or small, 
cannot be successfully managed 
without the tools of trust admin- 
istration: system, adequate ac- 
counting and auditing control, 
statistical service, investment 
supervision, financial and tax in- 
formation of almost limitless 
variety, trained personnel. The 
Trust Company has good work- 
ing tools. 


5. MARKET CONTACTS ... 
The Trust Company has more 


market contacts today than ever 
before, thus making available 
to your estate the obvious ad- 
vantages of accurate up-to-the- 
minute financial facts so essen- 
tial to the security of your Gift 
of Protection. 


6. LONG LIFE . . . The Trust 
Company by reason of its corpo- 
rate existence will serve con- 
tinuously. Its perpetual job is 
the management of estates; and 
you know that it will always be 
on hand to complete that job. 
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What have you done about your 
estate? Have you made your 
Will? Has it been reviewed re- 
cently to cover all the changes 
that might affect it? Have you 
arranged a trust? Have you ap- 
pointed a Trust Company as 
trustee? 


We invite you and your lawyer to discuss these matters with us 


THE TRUST COMPANIES OF PHILADELPHIA 


May 5th to May 10th is Trust Research Week 








The use of the above six column advertisement in local newspapers, run in con- 
junction with trust research week in Philadelphia, May 5-10, marked the first time that 
Philadelphia banks and trust companies have employed cooperative advertising for the 
promotion of trust service. The advertisement is excellent from the standpoint of copy 
and layout. 





New Business Column 


Mostly About People 


HAT do most of your prospects 
most like to talk about? 

There are, it seems to this meditator, 
at least two reasons why every trust 
new business man will do well to ask him- 
self that question at regular and fairly 
frequent intervals . . . and check up on 
his own answer to make sure there is 
nothing merely perfunctory and habitual 
about it. 


The first, and probably more obvious 
reason, is on the prospect’s side of the 
fence. A man who is talking about some- 
thing he likes to talk about is almost cer- 
tain to talk himself, sooner or later, out 
of his protective shell and into an ap- 
proachable mood. 


There’s another way in which you can 
use this same question as a periodic 
checker-upper ...on yourself. Run over 
your list of prospects in your own mind. 
Of how many can you honestly say that 
you know them well enough to know what 
they like best to talk about? And of 
any of whom you can’t say as much, 
isn’t that your clue for some further 
intensive advance psychological re- 
search? If you don’t know them that 
well, do you yet know them well enough 
to talk trust service with them, with 
any expectation of accomplishing any- 
thing worth either their or your while? 


It comes back, to our notion, to the 
good old universal ground of service 
salesmanship . . . and trust service sales- 
manship above any other kind ... as 
basically and primarily a friendly busi- 
ness; a business that has to be carried 
on upon grounds of genuine mutual lik- 
ing and human sympathy, if it is to be 
really successful, or even justify its exis- 
tence. To be really useful to a prospect; 
to deserve to sell him a trust plan. 

* * *% 


There’s another point about this busi- 
ness of studying your prospects, not just 
as figures in Dun & Bradstreet’s but as 
human beings. Where in the world can 
you find a beter gold mine for advertis- 


ing material and topics . . . or one, we 
regret to say, less adequately worked by 
trust advertising men? 


How many times in the past month 
have how many trust advertising copy 
writers scratched their heads and racked 
their brains for a new “copy slant,” and 
finally gone back to the same old “WHY 
You Need a Corporate Executor,” when 
at that very moment, down on the plat- 
form or up in his office, somebody was 
chuckling to himself over some odd or 
unusual observation of a trust customer 
or prospect that could have been made 
over into the theme of a bully piece of. 
advertising? 

Even if you wrote an advertisement 
straight at the idiosyncrasies of one 
single trust customer or prospect ... 
built the whole thing around the particu- 
lar topic he is fondest of arguing about 

. . the chances are he is close enough 
to the normal of a hundred others in sim- 
ilar circumstances to his, to make the 
theme an appealing one. At the very 
worst, your chance of filling that adver- 
tisement with the stuff most trust adver- 
tising stands in most need of .. . human 
juices ... will be lots better than if you 
force your copy man to go on trying to 
be clever or ingenious out of his own 
head. Did it ever occur to you that very 
few advertising copy writers are them- 
selves, or are in the near future likely 
to be, prospects for trust service? And 
since that isn’t their fault, but merely 
the fault of their comparative youth and 
impecuniosity, the fault will be yours if 
they don’t have every possible opportun- 
ity to remedy this unavoidable original 
deficiency by firsthand (or at the very 
worst, close-up second-hand) study of 
what trust prospects really like to talk 
about ... and listen to. 

* *% *% 


This train of thought, not surprising- 
ly, has carried us by easy stages to one 
of the things we like to talk about. But 
there’s a good reason; for it is something 
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we think you'll agree is the vital point in 
the trust business ... or any other busi- 
ness. It is expressed in the question: 

When you and a prospect for trust 
service are face to face, what happens? 

Upon the answer depends your whole 
business future. If the right thing hap- 
pens often enough, you have a growing 
business. If it only happens just often 
enough, you have a stationary business. 
And if it doesn’t happen often enough, 
you have a dying business . . . slowly 
dying, perhaps, but none the less defin- 
itely dying. And upon what does the 
answer depend? Obviously upon two 
main factors: What you contribute to 
the interview and what the prospect con- 
tributes. 


Trust new-business training and trust 
advertising, honest and able as it is, 
could be made far more effective if we 
thought less about our advertising as a 
means of “developing inquiries,” or 
“softening him up for the call,” and 
more about it as a means of helping him 
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to prepare himself to get what he wants 
from us. Wouldn’t we be on our way 
to get more value from it, ourselves? 
Especially as thinking about it in this 
way will be a great help in getting closer 
teamwork between what our advertising 
tells him beforehand, and what we tell 
him when that vital event, the actual in- 
terview, arrives. 





* * 





* 


THE MONTHLY ROUND-UP: 


Score another hit for the Union Bank 
& Trust Company of Los Angeles. We’ve 
seen more graceful swings at the ball, 
but we never saw it hit more squarely 
on the nose than in one of thir recent 
advertisements which, we gather from 
internal evidence, was used both as a 
newspaper (or magazine) ad and a mail- 
ing piece. The reason is that it’s a brass- 
tacks piece. Headed “Foresight Worth 
$3,078,” it sets up two parallel cases, 
each of a man with $50,000 he wanted to 
leave to his grandson, after giving his 
son a life estate in it. And it shows by 
simple arithmetic that the man who 
takes the proper steps (including, it may 
not startle you to hear, naming the Union 
executor and trustee) may easily leave 
his grandson $3,078 better off than the 
man who doesn’t. Good plain, homely, 
digestible stuff. 

* * * 

Then here’s that almost always ex- 
cellent trust advertiser, the Industrial 
Trust Company of Providence, with a 
headline we fell for . . . even though on 
second thought we aren’t sure it isn’t 
more ingenious and timely (with a copy 
writer’s sense of ingenuity and timeli- 
ness) than humanly sympathetic in the 
sense we’ve been arguing for. Still, if 
we liked it, maybe the prospects did... 
though we are ourself probably as poor 
a trust prospect as any copy writer in 
this broad land. This is it: 


“WHY NOT SUB-CONTRACT 
YOUR INVESTMENT DRUDGERY?” 


Or could it be that we fell for it 
because it seems very like a belated fol- 
lowing of our suggestion of last sum- 
mer, that the trust business has a job 
to do in relieving business executives, 
























over-burdened by defense demands, of 
worries and burdens over their personal 
estates? Certainly the copy sounds that 
way, although it talks only about an 
agency account and doesn’t go as far as 
we have all along hoped to see the trust 
business go in the way of promoting 
good will by promoting good wills and 
trust protection all down the line. 


* * * 


There’s room for only one more word, 
but we do want to tell our old friends 
up at the Union & New Haven Trust 
Company, in New Haven, how much we 
enjoyed reading “from kiver to kiver” 
the May issue of their “Journal,” which 
reminisces in the pleasantest imaginable 
fashion over “30 Years at the Trust 
Company,” by way of celebration of the 
thirtieth anniversary of the merger 
which brought the Union & New Haven 
into being. If you want to know what 
we meant by “human juices,” read this 
unassuming little essay. It’s full of just 
that. 


Nation’s “Real Income” Hits New 
High in March 


Mr. and Mrs. American Public enjoyed 
during March the highest “real income” in 
their lives as cash income gains kept ahead 
of the advance in living costs. Their “real 
income” was nineteen cents on the dollar 
higher than in March 1940, according to a 
monthly study made by the Investors Syn- 
dicate of Minneapolis. 


Wage envelopes in March 1941 contained 
$1.34 for every $1.00 in them in March 1940, 
whereas salary checks for the same period 
were $1.15 as against $1.00 for the like pe- 
riod in 1940. Other income, such as busi- 
ness earnings, the sale of cattle and crops, 
rents and royalties, stood at $1.07 as against 
$1.00 a year ago, while dividend and inter- 
est disbursements were $1.04 as contrasted 
with $1.00. 


With the exception of dividend and inter- 
est disbursements, the trend during the first 
three months of 1941, in the above listed 
classifications, is definitely upward. Divi- 
dend and interest payments dropped from 
$1.06 in January to $1.05 in February and 
$1.04 in March. 


Missouri's 
Largest Fiduciary 


This company engages only 
in the trust business. It does 
no banking business. It ac- 
cepts no deposits. 

It administers more trust 
property than any other Mis- 
souri financial institution. 

It is the oldest trust com- 
pany in Missouri. 

For ancillary service in 
Missouri or Southwestern 
Illinois consult 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 


Chase Ad Timely 


On May 1, the day the United States 
Treasury inaugurated the nation-wide cam- 
paign to sell the new United States Defense 
Bonds, the Chase National Bank of New 
York ran an advertisement in New York 
newspapers with a caption which read, 
“Now Dollars, too, can Enlist.” The phrase 
has since been picked up, commented upon 
and used by a number of newspaper col- 
umnists and others, and has become almost 
a slogan in the campaign to enlist public 
participation in the Defense Securities. 


en) 


Harrison New Missouri Bank Chief 


Governor Forrest Donnell of Missouri, 
recently announced the appointment of D. 
Ross Harrison, Kansas City, to the post of 
State Finance Commissioner in charge of 
State banks. He succeeds R. Waldo Holt, 
who has been called to active service as a 
Naval Reserve Officer. Mr. Harrison served 
as Finance Commissioner in the administra- 
tion of former Governor H. S. Caulfield, and 
prior to that was Deputy Commissioner. 
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practical value in 
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Servicing of Wills 


Recent Rulings of Ethics Committees Pave Way for 
Systematic Follow-Up by Attorneys 


J. SEYMOUR MONTGOMERY, JR. 
Member of the New York Bar 


. J. executed his will in full confi- 

dence that it embodied the best tes- 
tamentary plan that could be devised for 
him. His attorney, an expert on wills 
and trusts, had given it most careful con- 
sideration. Client and attorney had held 
extensive conferences. There was no 
doubt that when he died, R. J.’s testa- 
mentary intent would be fulfilled prompt- 
ly, smoothly and with a minimum of 
taxes. 


But upon his death, it turned out that 
his estate and family were in numerous 
painful difficulties. The will violated the 
rule against perpetuities. Important ad- 
ministrative provisions were lacking and 
some not lacking were invalid or inap- 
plicable. Worst of all, the trust com- 
pany of his selection could not serve as 
executor and trustee, and a dispute 
between members of the family arose as 
to the selection of a substitute. Ulti- 
mately, the estate was settled, but only 
after wrecking R. J.’s plan, and with 
expensive litigation and long delays. 


How could this be? Was R. J.’s confi- 
dence in his lawyer misplaced? No,— 
the will was perfect at the time it was 
drawn. Only a rather insignificant (to 
the layman) thing had happened. R. J. 
had moved to the suburbs of the city 
where he carried on his business. His 


place of business, his bank accounts and 
his securities all remained unchanged. 
But it happened that the suburb was in 
another state, whose laws were mater- 
ially different from those of his former 
residence! 

Of this he was, of course, ignorant. 
Doubtless, he was also unaware that he 
had done anything which would affect 
his will. If he had only thought to have 
his will reviewed in the light of the 
changes, there need have been no trouble 
over his estate. It should be added that 
R. J. had little need for an attorney year 
in and year out, and consequently saw 
his lawyer infrequently. Thus, the at- 
torney did not know of R. J.’s change of 
residence. 


Changes Affecting Plans 


HIS tale, though fictitious, has all 

too often had varying counterparts 
in reality. All who deal with trust and 
estate work are familiar with sad exam- 
ples. In addition to change in residence, 
other events as serious may well occur 
without the testator’s realizing his will 
is affected or without his thinking about 
his will at all. Some of such events are: 


1. Changes in general economic con- 
ditions as they may affect a partic- 
ular testator. 





. Change of attitude of fiduciary as 
to whether she, he or it will qualify. 

. Death, illness or incapacity of 
named individual fiduciary, or dis- 
solution, consolidation, merger or 
other change of named corporate 
fiduciary. 

. Changes in testator’s financial cir- 
cumstances. 


. Changes in testator’s business. 


. Changes in testator’s family caused 
by marriage, divorce, death, birth 
of children, insanity, and other 
facts. 


So much can happen that the law- 
yer does not know about, so much can 
happen that the testator does not realize, 
and so much can take place in the way 
of changing laws of which he is not at 
all aware, that it seems almost mirac- 
ulous that more testamentary plans are 
not wrecked than is the case! 


Contact Lost 


HANGES in circumstance, such as 

those listed above, are very frequent- 
ly not known to the lawyer who has 
drawn the will. In many instances an 
attorney is recommended to someone who 
wishes to make a will, and this single 
transaction may be the only contact 
between that attorney and the testator. 
Even when he does know about a change 
in the client’s circumstances, it is rarely 
that the attorney does anything about 
it. Changes in law affecting wills, trusts, 
estates, inheritance taxes, income taxes 
and gift taxes are normally known to the 
alert lawyer practicing in this field, but 
it is believed that only a small percent- 
age of lawyers regularly review all wills 
drawn by them to determine whether 
statutory changes require the making of 
revisions. 

A recent examination of wills in one 
law office revealed that about 10% had 
been executed over twenty years ago, 
about 25% (including the 10% just men- 
tioned) were wills of persons now en- 
tirely unknown to the present members 
of the office, and an additional 10% were 
wills of persons, who, though known, had 
not for many years been in touch with 
the office, and the whereabouts of sev- 
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eral of these were not any longer known. 
It is suggested that similar examinations 
would bring to light just about the same 
condition in practically every law office 
in the country. 

Undoubtedly, upon investigation it 
would be found that the testators of sev- 
eral of the wills thus examined had died, 
and in some cases their estates may have 
been settled under the intestate laws, 
because the lodging places of the original 
wills were not known to the families, or 
even known to them to exist. This 
prompts the suggestion that if the attor- 
ney keeps the original will, he should 
stamp or note on the copy given to the 
client that the original is lodged at his 
office. One New York bank, in a recent 
check up of wills on file with it, found 
that a decedent had died some three 
years before, and his estate had been dis- 
tributed to next of kin in Europe by the 
Public Administrator, whereas the will 
left the whole estate to a different rela- 
tive in this country! 


Propriety of Follow-Up 


HAT, if anything, can be done to 

overcome this mutual failure of 
client and attorney to realize that a will 
cannot be put away in a safe place and 
forgotten? Doubtless, it has occurred 
to many lawyers that it would be of great 
benefit both to clients and to their fam- 
ilies to send to the clients periodic notices 
suggesting that they review their wills 
in the light of current circumstances. 
Doubtless, also, lawyers have refrained 
from engaging in this practice partly 
because of a desire to avoid possible in- 
fraction of the canon of ethics against 
soliciting business. However, such a 
practice has recently received the ap- 
proval of the Ethics Committees of both 
the American Bar Association and the 
Bar Association of the City of New 
York. Opinion No. 210 of the Ethics 
Committee of the American Bar Asso- 
ciation which was filed March 15, 1941, 
is as follows: 


SOLICITATION—It is not impro- 
per for a lawyer to advise a client 
whose will he has drawn of 
changes in fact or law which 
may defeat the testamentary pur- 
pose expressed in the will. 





A member calls attention to the 
effect on testamentary dispositions 
of subsequent changes in general 
economic conditions, of changes in 
the attitude or death of named fidu- 
ciaries in a will, of the removal of 
the testator to a different jurisdic- 
tion where different laws of descent 
may prevail, of changes in financial 
conditions, family relationship and 
kindred matters, and then inquires 
whether it is proper for the lawyer 
who drew the will to call attention 
of the testator from time to time 
of the importance of going over his 
will, 


The committee’s opinion was stated 
by MR. HOUGHTON, Messrs. Phil- 
lips, Drinker, Brown, Miller, Brand, 
and Jackson concurring. 

The inquiry presents the question 
as to whether such action on the part 
of a lawyer is solicitation of legal 
employment and so to be condemned. 

Many events transpire between the 
date of making the will and the death 
of the testator. The legal significance 
of such occurrences are often of seri- 
ous consequence, of which the testator 
may not be aware, 
and so the impor- 
tance of calling 
the attention of nl 
the testator there- 
to is manifest. 

It is our opin- 
ion that where 
the lawyer has no 
reason to believe}, 
that he has been|: 
supplanted by an- 
other lawyer, it is 
not only his right, 
but it might even 
be his duty to ad- 
vise his client of 
any change of 
fact or law which 
might defeat the 
client’s testamen- 
tary purpose as expressed in the will. 


yous 
39e lomt — 


Periodic notices might be sent to the 
client for whom a lawyer has drawn 
a will, suggesting that it might be 


MY Responsibility? his 


501 


wise for the client to reexamine his 
will to determine whether or not there 
has been any change in his situation 
requiring a modification of his will. 


Precedent Set in New York 


HE Ethics Committee of the Asso- 

ciation of the Bar of the City of 
New York rendered its Opinion No. 261 
on November 6, 1940. The approval in 
it was at first limited to notifications by 
the lawyer to the client of changes of 
fact and law which the attorney knew 
of. However, in a letter dated Decem- 
ber 5, 1940, written by the Chairman of 
that Committee, Opinion No. 261 was 
broadened in its scope, as appears from 
the following excerpts from that letter: 


“IT submitted to the meeting of my 
Committee held last evening your fur- 
ther inquiry of November 15 concern- . 
ing our Opinion No. 261. 


I was instructed to inform you that 
the Committee sees no objection to 
sending out periodical notices to per- 
sons for whom a lawyer has drawn a 
will suggesting that it would be wise 
for the client to examine his will to 
determine whether or not there has 

been any change in 
situation re- 
quiring a modifica- 
tion of his will; but 
the notice should be 
sent to the client in 
such a way that he 
would feel entirely 
free to consult any 
lawyer he sees fit. 

From this you will 
see that the Com- 
mittee did not intend 
to limit its Opinion 
No. 261 to instances 
where the attorney 
himself has know- 
ledge of factual 
changes which might 
defeat the client’s 
testamentary plan.” 


Systematized Review Needed 
HESE opinions should go far to 


remove any restraints, on grounds of 
ethical considerations, that may have 





WOMEN ... 
HELPED BUILD THIS 
SCHOOL FOR MEN 


Rensselaer Polytechnic Institute is a school 
for men. But two of its largest buildings, 
with floor upon floor of modern laboratories 
and scientific equipment, were established from 
funds given by women. These buildings are 
living, productive and enduring memorials to 
a husband and to a son. 


Other endowments, ranging upwards from 
$1000, have come from women who believed in 
the contributions to scientific progress Rensse- 
laer Polytechnic Institute, Troy, N. Y., has 
made since 1824 in “the application of science 
to the common affairs of life.” 


Write the Institute about today’s research 
needs that must be met in shaping a finer 
world for tomorrow’s mankind. 


prevented lawyers from instituting the 
practice of sending out notices of the 


sort referred to. It is important, there- 
fore, that the opinions should be thor- 
oughly publicized. 

The Bar ought to make a strong effort 
to convert its work on wills from a num- 
ber of isolated single transactions to a 
continuing wills “service.” By and 
large, neither laymen nor lawyers are 
alive to the dismally poor thing that the 
average will is. The layman cannot be 
expected to be aware of this, and he must 
be educated in some way. But the Bar 
can be justifiably criticized. Too many 
lawyers without sufficient experience 
will not hesitate to draw wills when they 
would not dream of preparing a patent 
application or undertake any other task 
not in their accustomed field. To be 
properly done, a will should be drawn by 
a lawyer especially trained in this field. 


But it is not intended here to get into 
the realm of the proper preparation of 
wills in the first instance. The point 
is that in view of the inadequacy of the 


_ a will. 
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average will, it is all the more important 
that there should be established a general 
practice of making periodic reviews. A 
will may be regarded as a somewhat com- 
plicated stringed instrument, each clause 
or provision in the will being one of the 
strings. If a stringed instrument is put 
away and forgotten, the strings soon get 
out of tune—some more than others, and 
some sooner than others. Sometimes 
strings break altogether. Thus it is with 
Every now and then the broken 
strings should be replaced and the re- 
maining strings “tuned up;”—that is, 
provisions which have become invalid or 
inapplicable should be replaced by others, 
and other provisions should be modified 
to have them in accord with current con- 
ditions of fact and law. 


What Technique to Adopt 


HE technique of sending periodic 

notices to will clients deserves some 
consideration. Some guidance may be 
derived from trust company routine pro- 
cesses, for to be effective, the plan should 
be routine and should work automatical- 
ly. In fact, some trust companies have 
undertaken to send out such notices. 
But the wills filed by testators with trust 
companies are such a small fraction of 
all wills drawn that trust companies’ 
notices would be only partially effective. 
On the other hand, practically all wills 
are drawn by attorneys, and most cer- 
tainly the attorney’s files should give 
him a complete record of all wills he has 
drawn. For effectiveness, therefore, the 
attorney is the logical one to carry on 
this practice. 


Methods of operation are simple 
enough. Two types suggest themselves. 
(1) Sending all such notices out at one 
time, (2) sending them out to each 
client a certain time after the date his 
will was made. The former has three 
advantages—(a) the attorney can select 
the summer or such other time as best 
suits his office routine for getting out 
the notices and making such will revi- 
sions as are found necessary, (b) in a 
firm, one or more persons can be assigned 
to doing all will revision work for the 
relatively short period required to com- 
plete it, thus tending toward efficiency, 





(c) doing the work all at once orients 
one in the particular field and familiar- 
izes one with the problems involved — 
thus obviating duplication of effort and 
expenditure of valuable time in brush- 
ing up on various questions. Another 
advantage is that a recent decision or 
tax change may serve as an appropriate 
occasion to send out the notices. 

On the question of frequency, it would 
seem advisable, at least in metropolitan 
centers, to send the notices at least once 
every two years—possibly more often. 
In smaller communities where changes 
are slower, once every three or five years 
might prove adequate. But it.is most 
important that the notices should go 
out regularly, as a matter of routine. 
The lawyer should not rely on his own 
memory or initiative. The proper em- 
ployee or employees should be made re- 
sponsible for seeing that the notices 
(which can be in letter form) are pre- 
pared and placed on the attorney’s desk 
for signature at the proper time. 


Explaining to the Client 


S for the form of notice or letter, 

it can be varied to conform to the 
individual’s conception of what is appro- 
priate. But there are certain points that 
present a requisite minimum. There 
should be (1) a detailed listing of the 
events requiring will changes, which 
might, unknown to the lawyer, have 
occurred since making the will or since 
the last notice, (2) a suggestion that the 
client consider carefully whether any of 
such events have happened to him, (3) 
a statement that, if so, it would be advis- 
able to consider whether his will should 
be changed as a result of the occurrence 
of any of such events, (4) a statement 
of such changes in law and other events 
as have occurred to the attorney’s know- 
ledge, and how they have affected the 
will, (5) a statement that the client 
should feel free to go to any lawyer about 
any problem thus raised—or such other 
statement as will carry out the New 
York City Bar Association Ethics Com- 
mittee’s suggestions in this respect, or 
conform to local bar association practice. 
In the case of new clients, or old clients 
for whom a will is being drawn for the 
first time, or re-drawn, the importance 


Courts Cite It — 
Lawyers Use It — 


Bogert 
on 


Trusts 


1941 Pocket Part Service 
Ready Soon 


Write For Full Details 


WEST PUBLISHING CO. 
St. Paul, Minn. 


or 


VERNON LAW BOOK CO. 
Kansas City, Mo. 


of periodic reviews should be explained, 
and an understanding reached, so that 
the client expects and welcomes the peri- 
odic notices. 

Publicizing the need for periodic will 
reviews and the means by which they 
may now be accomplished would be 
greatly aided if the banks and trust com- 
panies would devote a reasonable por- 
tion of their advertising budgets to ham- 
mering away on this idea in the news- 
papers and other publications. It might 
even be possible in the interest of public 
welfare and the better administration of 
estates for all of the banks and trust 
companies in a given area or city to 
cooperate in an advertising campaign 
along the lines suggested. Excellent 
copy could be based upon unfortunate 
stories taken from the files of the banks 
and trust companies, showing how dif- 
ficulties could have been avoided had 
proper periodic reviews been made. Or, 
demonstration might be made of a re- 
cent review to show the constructive 
results accomplished. 





Tax Changes Proposed 
—Effect on Estates and Gifts 


Suggestions presented to the Commit- 
tee on Ways and Means by the Treasury 
Department include the raising of 
$347,000,000 additional revenue from 
increased taxes on estates and gifts. 
This added revenue would be obtained 
by lowering the estate and gift tax ex- 
emptions from $40,000 to $25,000; like- 
wise reducing the estate tax insurance 
exemption; by sharply increasing rates 
on estates up to $6,000,000; and raising 
gift tax rates to 75% of the proposed 
new estate levies. No change in the an- 
nual exemption of $4,000 for outright 
gifts has been advanced, perhaps because 
of the policy of favoring living transfers. 


Adoption of these proposals would in- 
crease the tax on a net estate of $50,000 
before exemption from $220 to $2,860; 
on a net estate of $100,000 from $4,620 
to $15,290; on $1,000,000 from $228,780 
to $442,445. If adopted, they would re- 
sult in doubling the yield from estate 


and gift taxes, and would make the 
estate taxes higher than the British 
levies even in those cases where the 
State death tax did not exceed the Fed- 
eral credit. 


What Can Be Done? 


While no bill has yet been introduced 
at this writing, it appears certain that 
increased gift and estate taxes will be 
a part of the Revenue Act of 1941. 
Therefore, the advisability of establish- 
ing irrevocable living trusts or making 
outright gifts before the Act becomes 
effective might well be considered in 
seeking to protect against unnecessary 
tax burdens. So long as the Govern- 
ment continues to encourage inter vivos 
transfers by applying lower rates to 
gifts than to estates, there would ap- 
pear to be no objection to pointing out 
the availability of proper, sensible 
methods of reducing tax liability as a 
measure of protection for dependents. 
Moreover, more immediate revenue may 
result from transfers now which might 
not otherwise be made under the new 
rates. 
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Life Underwriter as Consultant 
—Not Salesman 


Treating the life underwriter as a 
consultant rather than as a salesman is 
the thesis of an article by John William 
Clegg, Jr., assistant trust officer of the 
Pennsylvania Company for Insurances 
on Lives and Granting Annuities, ap- 
pearing in the May issue of the Bulletin 
of the Financial Advertisers Association. 


“The sales atmosphere in which the 
life underwriter must continually pre- 
sent his story,” says Mr. Clegg, “many 
times results in the setting up of a defen- 
sive mechanism on the part of the pros- 
pective client. A barrier is thereby 
formed which prevents the reception of 
constructive ideas. Trust men can be 
extremely helpful in counteracting this 
by developing a technique which should 
prove most beneficial in bringing to a 
successful conclusion the proper arrange- 
ment of an individual’s property as well 
as life insurance estate. 


“Psychology plays a big part in the 
development of this technique and in its 
simpler terms means that the life under- 
writer should be treated as a consultant 
rather than as a salesman in an inter- 
view with a prospective client. By set- 
ting the stage in this manner, the indi- 
vidual is at ease and when questions 
relating to life insurance arise, the life 
underwriter’s opinion is asked, weighed 
and then transmitted to the individual 
for his consideration.” 


Mr. Clegg concludes with a _ short 
report on the common trust fund which 
is being operated so successfully by his 
institution. “Our Discretionary Com- 
mon Trust Fund,” says Mr. Clegg, “has 
broadened our field of operations and is 
resulting in a better public attitude 
because of our willingness and desire 
to assist in the solution of problems in- 
cident to the moderate sized estate. I 
wish to emphasize the political impor- 
tance of making just as many friends 
in the community as possible, if we are 
to be fully recognized as a liberal and 
progressive trust institution desirous of 
providing facilities for estates both 
large and small.” 





Gifts of Insurance Under New Regulations 
Is It Possible to Avoid Estate Tax? 


JOHN T. KOEHLER 


Attorney at Law, Baltimore, Md.; Formerly Special Attorney, Bureau of 
Internal Revenue, and Special Asst. Attorney General of the United States 


SIDE from transfers in contempla- 

tion of death, it can safely be said 
that if a donor has made a final and 
irrevocable transfer of property during 
his life and has retained no interest in 
such property which terminates at his 
death, such property will not be included 
in his estate for estate tax purposes. 
This rule clearly applies to the ordinary 
type of asset which has been bought and 
paid for and which does not depend upon 
any further act by or contribution from 
the owner to give it value. It does not 
so clearly apply to a contract of insur- 
ance which can only achieve its highest 
value on the date of death of the insured 
and after all intervening premiums have 
been paid. 

Since Feb. 25, 1919, the effective date 
of the Revenue Act of 1918, we have had 
Federal estate taxation of insurance 
proceeds. The statutory language has 
remained unchanged and imposes a tax 
on “the excess over $40,000 of the 
amount receivable by all other benefic- 
iaries as insurance under policies taken 
out by the decedent upon his own life.” 

It seems obvious that, if A takes out 
a policy of insurance on his own life, 
upon his death the proceeds of such pol- 
icy fall squarely within the statutory 
language, whether or not A paid the 
premiums during his life. It seems 
equally obvious that the same result 
would follow whether or not A made an 
irrevocable gift of the policy during his 
life. The statute contains no qualifying 
language justifying the exclusion of any 
part of the insurance proceeds from the 
estate of the insured merely because the 
premiums were paid by someone other 
than A, or merely because A made a gift 
of the policy during his life. However, 
both the source of the premiums and the 


From address before Baltimore Life Insurance 
Trust Council. 


ownership of the policy on the date of 
A’s death have become vital factors in 
determining the taxability of the pro- 
ceeds of the policy, solely because the 
Treasury Department has seen fit to 
make them so. 

[Here Mr. Koehler traced the history 
of the various Regulations defining the 
phrase “taken out by the decedent,” 
leading up to the amendments effected 
by T. D. 5032 of Jan. 10, 1941. See the 
general analysis of the new regulations . 
by S. J. Foosaner in the March issue, 
page 277.] 


Rule of Reason 


HE new regulations make the pay- 
ment of premiums the sole test in 
determining who took the policy out. To 
my mind the general test laid down is 
a sound one. If A takes out an insurance 
policy on his own life and pays all the 
premiums thereon until he dies, it is 
obvious that, during his life, he has 
reduced his otherwise taxable estate by 
the amount of the premiums paid by 
him. If he had built up a savings ac- 
count in the same manner, no one would 
question the right of the Government to 
tax A’s estate on the value of that ac- 
count when he died. It is not unreason- 
able, therefore, in the absence of legis- 
lation on the subject, to hold that the 
source of the premiums should determine 
the taxability of the insurance. 
However, assuming that the courts 
will agree that Article 25 of the new 
regulations is correct, the question still 
remains—What is to be done with the 
case where A makes a gift of the policy 
during his life and either does or does 
not continue to pay the premiums there- 
on? Under the original opinion in the 
Bailey case, the Court very strongly in- 
dicated that, regardless of the source of 
the premiums, insurance proceeds should 
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be taxable to the estate of the insured, 
even though he made an irrevocable gift 
to the policies during his life. Article 
27 of the regulations answers this vital 
question as follows: 

1. If A has made a gift of the policy 
on or before January 10, 1941, no part 
of the insurance will be includible in his 
estate if he pays none of the premiums 
after January 10th to the date of his 
death, and regardless of whether or not 
he paid the premiums before that date. 
If he continues to pay the premiums 
after January 10th, his estate will be 
taxed only on that portion of the insur- 
ance proceeds allocable to the post Jan- 
uary 10th premiums paid by him. The 
regulations say that the insurance will 
not be includible in the estate of the 
insured if the insured possessed none of 
the “legal incidents of ownership” at any 
time after January 10th. 

Although the regulations define the 
words “legal incidents of ownership” the 
courts have not held the definition to be 
an all-inclusive one. For instance, if the 
insured, in spite of the assignment of 
the policy, retains a right to have the 
policy revert to him or to his estate if 
the named beneficiaries predecease him, 
both the Board of Tax Appeals and the 
Circuit Court of Appeals for the Second 
Circuit have recently held that such re- 
tention amounts to the retention of a 
legal incident of ownership and there- 
fore the proceeds of the policy are in- 
cludible in the gross estate of the in- 
sured. It is to be noticed that the new 
regulations, relying on the decision of 
the Supreme Court in the Hallock case, 
have adopted this additional “incident of 
ownership” by stating: “The insured 
possessed a legal incident of ownership 
if his death is necessary to terminate his 
interest in the insurance, as, for ex- 
ample, if the proceeds would become pay- 
able to his estate, or payable as he might 
direct, should the beneficiary predecease 
him.” This sentence did not appear in 
the earlier regulations. 

Again, although the regulations have 
never said so, it is not out of the ques- 
tion for the courts to hold in the future 
that the mere payment of premiums by 
the insured, after the policy has been 
transferred, is equivalent to the reten- 
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tion of a legal incident of ownership suf- 
ficient to justify the inclusion of the 
entire proceeds of the policy in the es- 
tate of the insured. It can, therefore, 
be said that with respect to insurance 
transferred before January 10, 1941, the 
entire amount of such insurance will 
not be taxed to the estate of the insured 
only in those cases where the insured 
retained no possibility of reverter in the 
proceeds to himself, paid no premiums 
whatsoever after such date, and died 
before any change has been made in the 
new regulations. 


Further Complications 


2. VF A has taken out a policy of in- 
surance and has not made a gift 
of it on or before January 10, 1941, the 
inclusion of the proceeds of the policy 
in his gross estate will be determined 
solely in accordance with the payment 
of premiums test. Here we are face to 
face with the attempt of the Treasury 
Department to make January 10th the 
cut-off date with respect to gifts of in- 
surance policies. 

If the new regulations are a correct 
interpretation of the law, it follows that 
transfers by gift of insurance policies 
after January 10, 1941 have no estate 
tax significance whatever, since the test 
of taxability, with respect to policies not 
previously transferred, is not who owns 
them when the insured dies but rather 
who paid the premiums to keep them 
alive. This may be, and in fact in my 
opinion is, a sound and practical test. 
However, it ignores utterly the entire 
gift tax law and the regulations issued 
thereunder. 

It is difficult to understand why the 
gift tax regulations were not changed to 
correspond with the change in the estate 
tax regulations. The present gift tax 
regulations provide that a gift of an 
ins'irance policy is taxable in the amount 
of the replacement value of the policy 
on the date of the gift. The Supreme 
Court has recently upheld this view. 
Consequently, the courts and the regu- 
lations hold that a gift tax is properly 
imposed upon the irrevocable transfer of 
a policy of insurance. 

When it is recalled that the gift tax 
regulations state that “If the insured 
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assigns a life insurance policy or desig- 
nates a beneficiary in such a policy, but 
does not retain what amounts to a power 
of revocation * * *, such assignment or 
designation constitutes a gift, even 
though the right of the assignee or bene- 
ficiary to receive the proceeds is condi- 
tioned upon his surviving the insured,” 
it becomes difficult to see how an absolute 
gift of a life insurance policy may, 
wholly unlike a gift of any other asset, 
be subject to both gift and estate taxes. 
In other words, if insurance is such a 
peculiar asset that it can’t be given 
away in order to avoid estate taxes, it 
is difficult to see how it can be given 
away in such a manner as to subject the 
gift to gift taxes. The Supreme Court 
has said, very recently and very posi- 
tively, that the estate and gift tax laws 
must be construed together, and that if 
a transfer is sufficiently final to justify 
the imposition of a gift tax, it is equally 
final to justify the exclusion of the trans- 
ferred asset from the estate of the dece- 
dent for estate tax purposes. 


I am therefore not ready to concede 
that the regulations are correct in assert- 
ing that a present gift of insurance pol- 
icies can have no estate tax significance. 


Jokers in the Deck 


HERE remains one final aspect to 

be considered. Only in rare in- 
stances have I discovered a regulation 
or ruling of the Treasury Department, 
favorable to taxpayers, which did not 
have a few strings attached to it. With 
respect to the present regulations, sev- 
eral strings may be found if a careful 
search is made for them. Among others, 
we should consider the following: 

First: The new regulations state that 
the policies will be included in the estate 
of the insured” * * * where he paid, 
either directly or indirectly, all the pre- 
miums * * * .” Those words “directly 
or indirectly” are high calibre weasel 
words. Has the insured “indirectly” 
paid the premiums where he makes a 
gift of the amount of the annual pre- 
mium to the beneficiary and the latter 
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pays the amount so received to the in- 
surer? If so, how can such premiums 
be deemed to be payable out of the assets 
of the insured when the gift tax regula- 
tions still provide that the payment of 
premiums by an insured on a policy 
which has been irrevocably assigned, 
constitutes a gift in the amount of the 
premium payment? Or, to go a step 
further, has the insured paid the pre- 
miums “directly or indirectly” when he 
makes a gift of securities to his wife 
and she then applies the income from 
such gift to the payment of premiums? 

Second: The new regulations contain 
a carefully drawn Treasury Department 
escape clause, which is as wide as a barn 
door and which seems to have been gen- 
erally overlooked. That escape clause 
is the second paragraph of Article 25, 
which provides, in technical language, 
that if insurance is a horse of such a 
peculiar color, by reason of its testa- 
mentary characteristics, that any gift 
of it is a gift in contemplation of death, 
the Treasury Department has reserved 
the right to levy estate taxes on the 
proceeds as soon as the insured dies, on 
the theory that the transfer, regardless 
of when made, was a transfer in con- 
templation of death. Again, the para- 
graph flatly states (and this is a reversal 
of earlier Treasury rulings) that if in- 
surance is not taxable under subsection 
(zg) (the insurance section), the Treas- 
ury Department reserves the right to 
attempt to tax it under any other section 
of the statute. If the Treasury Depart- 
ment chooses, it may therefore assert 
that the death of the insured brings into 
existence a series of rights which did 
not hitherto exist and which, therefore, 
may be taxed at that time. A moment’s 
reflection will convince anyone that both 
of these arguments may be made without 
regard to the payment of premiums test. 

Third: The courts have not as yet 
given their blessing to the new regula- 
tions and, until they do, it must be 
remembered that regulations are, after 
all, merely the Government’s theory of 
what the law means. They have been 


upset in the past at the instance of tax- 
payers, and have likewise been upset at 
the instance of the very Department 
which drew them. 


In addition, should 
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a taxpayer have the misfortune to die 
after the new regulations have been 
changed, his estate could not rely on 
regulations not in effect on the date of 
his death. 


Regulation vs. Law 


HE desire for certainty in the ad- 

ministration of the tax laws is 
naturally a laudable one. However, it 
cannot be said that certainty has been 
achieved merely through the passage of 
a new set of regulations. Precedent 
denies the correctness of any such con- 
clusion. The only manner in which a 
measure of certainty can be achieved is 
by an amendment of the statute. 

Such an amendment was recommended 
in 1940 by the section of taxation of the 
American Bar Association. This amend- 
ment provided that insurance receivable 
by beneficiaries other than the estate 
should be taxed” * * * to the extent of 
the excess over $40,000 of the amount 
receivable by all other beneficiaries as 
insurance under policies taken out by 
the decedent upon his own life, and of 
which the decedent possessed at the time 
of his death any of the legal incidents of 
ownership.” It can, therefore, be seen 
that the test recommended by the Bar 
Association is the exact opposite of the 
test imposed by the new regulations. 

In view of all the unsolved problems 
and conflicting decisions and rulings 
affecting Federal estate taxation of in- 
surance, I must warn that, although 
sound estate tax saving methods are 
available in connection with insurance 
problems, he who guarantees the tax sav- 
ing effectiveness of any long range plan 
involving the proceeds of policies is walk- 
ing on thin ice and is taking his client 
with him. 





Estate Planning and New Business 


The final meeting of the semester for the 
Personal Trust Round Table of the New 
York Chapter, A. I. B., was featured by 
talks on “How Estate Planning Aids Trust 
Operations,” by Henry S. Koster, director 
of the Estate Analysis Company of New 
York, and “Advertising and New Business,” 
by Merrill Anderson of the advertising 
agency bearing his name. The meeting was 


presided over by Earl S. MacNeill, trust 
officer of the Continental Bank & Trust Co. 


Tomorrow’s Taxes and Estate Planning 


cc HE man with the planned estate is 

far better off than the one with- 
out a plan,” was the theme of the re- 
marks of John D. Wright, C.L.U. of 
Baltimore, principal speaker at the 
April seminar meeting of the Boston 
Life Insurance and Trust Council. Mr. 
Wright, a tax consultant and former 
trust officer, stated that “The American 
people, and we as their financial advisers, 
must meet the tax situation, and there is 
no safer way than to provide a life insur- 
ance estate or trust to pay those inevit- 
able levies.” 

“As an approach to the client,” he con- 
tinued, use “taxes for what they mean to 
you as a means, not an end of service. 
Avoid involvements and devious tax 
avoidance plans—stick to fundamental 
principles in meeting the client’s prob- 
lems. Remember the tax approach is 
timely, it is a pocketbook approach, it 
renders client service and it produces 
business.” 

Mr. Wright said that he believed the 
Revenue Bill is being postponed until the 
last possible moment since “the closer 
we get to war, the more taxes we'll take 
without kicking.” He predicted a prob- 
able raise of 25% in surtaxes in the 
$3,000 to $10,000 income bracket in event 
of United States participation in war, 
possibly even for defense program ad- 
vancement. “The new tax bill will be 
not radical in new forms but rather will 
present a radical increase in rates under 
the present forms,” said Mr. Wright, 
and Congress will probably reduce the 
exemption of head of a family from 
$2,000 to $1,500 and of individuals from 
$800 to $500. 

“If there is participation in the war, 
it is possible that the life insurance ex- 
emption will be lowered from the $40,- 
000 present exemption to $25,000. High- 
er taxes will mean that more life insur- 
ance will be needed to pay income and 
estate taxes, but if through fixing of 
available incomes such monies as are 
needed to pay life insurance premiums 
are not available, it will probably mean 
that a deduction will be allowed for pay- 
ment of insurance premiums on the 


theory that such purchases are not in 
competition with needs of the govern- 
ment’s defense program.” 

As to Treasury proposals of the future, 
Mr. Wright mentioned a suggestion of 
the government that the family group 
be taxed as a unit, with all members of 
a household taxed under the income 
bracket of the household.—(A State’s 
attempt along these lines was held un- 
constitutional some years ago, but pre- 
sent needs and the composition of the 
Supreme Court may bring about a dif- 
ferent result). He commented also on 
the possible elimination of the favorable 
tax status under community property 
laws. 

Concerning the proposed Longan , 
Amendment, making life insurance pol- 
icies payable to the Treasury Depart- 
ment to be earmarked for payment of 
estate taxes exempt from taxation, Mr. 
Wright remarked that “such a proposal 
is rather unfavorable for government 
action under the present government 
attitude.” 

In the matter of TD 5032, he sug- 
gested as a possible saving tax-wise that 
the insured take the paid-up value of 
the insurance and have his wife, out of 
her own funds, take out new life insur- 
ance to replace the difference in pro- 
tection, she to retain incidents of own- 
ership in the new insurance. 

Transfer of ownership or assignment 
of a single premium life insurance would 
doubtless carry the stigma of transfer 
in anticipation of death to avoid taxes, 
according to Mr. Wright. “If the in- 
sured and cwner of such contracts has 
a reasonable expectation of life, he 
should retain ownership and transfer 
other investments to avoid the stigma of 
contemplation of death.” 

Mr. Wright recommended that action 
be taken by trust groups to advise the 
Treasury Department that the annual 
exclusion which has been denied to gifts 
in trust be restored in view of the recent 
Supreme Court ruling (under the old 
law) that such gifts are to individuals, 
not to trusts. (See April 1941 Trusts 
and Estates 444.) 
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Accounting for Common Trust Funds 


GEORGE C. ROBINSON 
Fidelity-Philadelphia Trust Company, Philadelphia 


RANTING that some means must 

be devised to permit greater divers- 
ity of investment and eliminate the oper- 
ating loss incurred in the management 
of small trusts, what should the corporate 
trustee do? There seem to be three pos- 
sibilities: (1) refuse acceptance, (2) 
increase fees, (3) reduce the cost of 
handling. 


If trust companies refuse to accept 
small trusts they will be sidestepping 
their responsibility to the millions of 
persons of moderate means who are in 
need of trust service. . Also, small trusts 
very often come to us from persons of 
substantial means. These small trusts 
we are obliged to accept. 


Let us consider whether we can in- 
crease our fees. It costs at least $50.00 
to handle a $10,000 trust, producing in- 
come of say $400 per annum. We would 
have to charge a commission of at least 
12%% of the income collected, in order 
to break even. If we increase our fees 
to a compensatory level we will, in other 
words, be refusing to accept small trusts. 


Based on address before April, 1941, Annual 
Eastern Conference, National Assn. of Bank 
Auditors & Comptrollers. 


The best way is to reduce the costs 
of handling small trusts through the 
Common Trust Fund. 


What Accounting System? 


HERE is a widespread idea that the 

bookkeeping incidental to the opera- 
tion of a Common Trust Fund is so com- 
plex (especially for tax purposes) as to 
make the desirability of the fund, from 
the institution’s standpoint, questionable. 
Those of us who are operating funds 
have found that this is not true. As a 
matter of fact, the bookkeeping expense 
of our fund amounts to only a fraction 
of one percent of the income collected. 


Each system must be custom built in 
order to operate as an integral part of 
your general trust accounting system. 
There are, however, certain fundamen- 
tals to be considered in developing Com- 
mon Trust Fund records. 


First, open an account in the Trust 
Department in the name of your Com- 
mon Trust Fund. This account should 
be operated in the same manner as any 
other trust. The cash received from 
participating trusts should be credited 
to the cash ledger, securities purchased 
recorded in the asset records, and income 
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collected credited to the income cash led- 
ger. By having an account opened on 
the trust records in the name of the fund, 
routine transactions will be handled 
without special attention. 

A general ledger should be set up for 
every Common Trust Fund. This is 
necessary for a threefold purpose; first, 
to eliminate duplication in the Trust De- 
partment statement; secondly, to afford 
adequate controls and, lastly, to provide 
a condensed record to facilitate the man- 
agement of the fund. The number and 
nature of the accounts to be set up in 
the general ledger will vary considerably, 





Initial Issuance of Units 
Principal Cash ($10. per unit) 
Units Outstanding 
Units Adjustment 
Income Cash ($.05 per unit) 


Accrued Income Received on Units Issued __....._. 


2. Investment of the Fund 


ye EA one aL ee ee er 


Stocks 


ne I 


Accrued Interest Receivable 
Income Cash 
8. Investment Sold 


I 8 he 
Bonds _........ SS i eT 
NY i 


Income Cash 


Accrued Interest Receivable __._.. 
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depending upon whether you operate the 
fund on a cash or accrual basis. As in 
the case of all trusts, principal and in- 
come must be kept separate. The gen- 
eral ledger accounts are, therefore, di- 
vided into two groups, principal and in- 
come. 


Entries 


N order to visualize the accounting 

set-up of a Common Trust Fund let 
us assume that your fund is starting to 
operate today. What entries would be 
made? They would be as follows: 





4. Accrual of Interest on Bonds (Entered Monthly) 


Accrued Interest Receivable _.._._- 
Interest Earned __..... See 


5. Interest Collected on Bonds 
Income Cash 


Accrued Interest Receivable __....... 


6. Dividends Received 


eee eee soak 
Dividends Earned _.._................._-... 


7. Expenses Paid 


Expenses Chargeable to Income ___. 


Income Cash 


8. Entries to be Made on Valuation Date 


(a) To set up Securities Purchased but not Paid for 


on Valuation Date 
Investments—Stocks 


Investments—Bonds __..... 
Accounts Payable—Securities Purchased ___... 


(b) To Remove Securities Sold but for which 
Proceeds were not Received on Valuation Date 


Accounts Receivable—Securities Sold 


Investments—Stocks 


Investments—Bonds __...___._... 
Reatses FR — 





teh, $100,000.00 
ge es oe $ 10,000.00 
REI AAP 90,000.00 
EE 500.00 
500.00 
a, 75,000.00 
6 25,000.00 
Se Ee 100,000.00 
sistas 400.00 
ALLELE 400.00 
eS enY ee 5,100.00 
TE eee 5,000.00 
TENA AM 100.00 
a 15.00 
a are 15.00 
Ae sn 1,000.00 
a: 1,000.00 
Cs eee 900.00 
TATA 900.00 
I ee 50.00 
Pe ates 50.00 
Pe cee ee 11.00 
WEE LE TO 11.00 
eiheltiehtiinl cam nia 8,150.00 
a a 3,050.00 
11,200.00 
she Re 10,750.00 
| Rie A 9,050.00 
I ta 1,250.00 


450.00 
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To Adjust Values to Market for Purpose of 
Determining Principal Value of the Fund 
Investments—Stocks 950.00 
Investments—Bonds 15,000.00 
Unrealized Profit 15,950.00 


To Set up Dividends Declared Before but not 
Received on Valuation Date 
Dividends Declared—Not Collected 

Dividends Earned 


To Set up Liability for Auditing Expense 
Expenses Chargeable to Income 
Accrued Expense 
To Summarize Earning Figures for Purpose of 
Distribution 
Accrued Income Received on Units Issued 
on = 
Dividends Earned 
Earned Income Reserved 1,549.00 
Expenses Chargeable to Income 61.00 
(zg) To Set up Amount of Income to be Distributed 
Earned Income Reserved 1,000.00 
Income Distribution Payable 1,000.00 
9. Quarterly Distribution of Income 
Income Distribution Payable ($.10 per unit) 1,000.00 
Income Cash 1,000.00 
10. Insurance of Additional Units 
Principal Cash ($11.65 per unit) 25,630.00 
Units Outstanding 2,200.00 
Units Adjustment 23,430.00 
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Security Trt 
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Income Cash ($.0549 per unit) 


EN 
/ 


TRUSTS and ESTATES—May 1941 


N FOR TRUST SERVICE IN DELAWARE 


to customers and 
clients needing a 
Delaware Fiduciary 


IN DELAWARE 


igtCompany 


BANK 


Accrued Income Received on Units Issued __.__..__.- 


11. Redemption of Units 


Units Outstanding ($11.65 per unit) —.-___. See 


Units Adjustment 
Redeemed Units Profits 


I I ne 


3,786.25 


Accrued Income on Units Redeemed ($.0549 per unit) 


Income Cash 


17.84 


12. To Restore Investment Accounts to Book Value, After 


each Valuation 


I a et 


Investments—Stocks 
Investments—Bonds 


[A statement of condition shows, in the 
principal account, cash, investments (at 
market value), accounts receivable and pay- 
able (securities sold and purchased); Units 
outstanding, units adjustments, realized and 
unrealized profits and losses and redeemed 
units profits and losses. These two groups 
should total same amount. This account 
also shows number of units outstanding, 
unit value (principal and income). 

The income account shows cash, interest 
receivable, dividend declared—not collected, 
which, less accrued expenses, gives the net 
income value of the fund. Cash for distri- 
bution is added. The account is balanced 
by income distribution payable and earned 
income reserved. 

Illustrations of some of the forms used 
are set forth on page 516.] 


Cash Basis 


LTHOUGH most trust companies 

are operating their Common Trust 
Funds on an accrual basis, it is also pos- 
sible to operate on a cash basis. Prin- 
cipal accounts are handled in the man- 
ner explained but the income accounting 
is radically different. 

Generally speaking, a series of income 
cash accounts is opened; one for each 
period between valuation dates. When 
dividends are received they are credited 
to the income account applicable to the 


15,950.00 
950.00 
15,000.00 


period in which the stock goes ex-divi- 
dend. As each item of interest is 
received, a calculation is made for the 
purpose of applying portions to each per- 
iod during which it was earned. Inter- 
est received on a bond would, if valua- 
tion dates occurred quarterly, be allo- 
cated to three income accounts. 


Income Tax Procedure 


LTHOUGH the tax problem encoun- 

tered in the operation of a Common 
Trust Fund is not particularly difficult, 
nevertheless, a large volume of detail is 
encountered. Each period between val- 
uation dates must be handled separately 
so that, if your fund is valued quarterly, 
four separate income tax computations 
must be made. The income received if 
you are on a cash basis or, the income 
earned if you are on an accrual basis, 
must be classified for tax purposes. 
Also, the long term capital gains and 
losses and the short term capital gains 
and losses must be computed. 

The amount of each class of income 
and the capital gains and losses must 
then be divided by the number of units 
of participation outstanding during that 
quarterly period so that, if there hap- 
pen to be seven classes of income re- 





ceived and, long and short term capital 
gains and losses, there will be nine fac- 
tors. Nine computations must then be 
made for each participating trust, by 
multiplying the number of units of par- 
ticipation by the various factors. If a 
trust remains in the fund for the full 
taxable year, probably no less than 
thirty-six computations must be made. 
If there are 200 participants in the fund 
this results in 7200 computations each 
year. 

The work in handling the income tax 
detail should not be minimized but, in 
the final analysis, it is comparatively un- 
important. By using punch card equip- 
ment or calculating machines the results 
can be turned out with surprising rapid- 


ity. 
Planning the Operating Procedure 


F you have not already, the chances 

are that some day this year, or some- 
time within the near future, you will be 
asked by your trust officer to set up the 
records necessary to operate a Common 
Trust Fund. When that time arrives I 
would suggest that you start out by tak- 
ing the following steps: 


1. Study Section 17 of Regulation 
“F” of the Board of Governors of 
The Federal Reserve System. 

. Read Section 169 of the Internal 
Revenue Code. 

. Refer to the text of any laws passed 
by your state legislature with re- 
spect to co-mingled funds. 

. Read the handbook on Common 
Trust Funds, published by the 
Trust Division of the A.B.A. 

. Read the articles in Trusts and Es- 
tates mentioned therein, and 

. Study the Plan for the operation 
of your own Common Trust Fund. 


Regulation “F” requires that every 
Common Trust Fund be operated in ac- 
cordance with a written plan. You must, 
of necessity, know the provisions of your 
own plan. I would suggest that auditors 
and controllers participate in the draft- 
ing of the plan under which they are to 
operate because accounting and tax prob- 
lems will arise to which they can prob- 
ably offer the best solution. 
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Benefits from Common Fund 


SUPPOSE that most bank account- 

ants are convinced that the Common 
Trust Fund is the offspring of a. trust 
officer’s nightmare. Several years ago 
I would have agreed but now I am con- 
vineced that the Common Trust Fund is 
the answer to many of our problems. 
Let us weigh the benefits which will be 
derived: 


To participating trusts 
_ 1. Greater diversification of 
ments 
2. Closer supervision of securities 
3. Equality of treatment as between 
trusts 
4. Greater stability of income. 


invest- 


To the trust company 

1. Lower costs in administration of 
small trusts 

2. Savings in investment and admin- 
istrative expenses; that is, in rec- 
ords, vault operations, auditing, in- 
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come collection, registration of 
securities, investment supervision, 
court accounting and consultations 
with parties in interest 


. Improved investment results, event- 
ually enhancing good will 


4. Elimination of surcharges. 


These advantages are real and sub- 
stantial. Converted into millions of dol- 
lars of new trust business and thousands 
of dollars of additional net income, these 
benefits are of vital importance. It is 
our responsibility to develop more effic- 
ient ways of doing business. The basic 


principles of the Common Trust Fund 
have been developed. 
reap the benefits. 


It is up to us to 


A form headed “Notice of Intention, Ap- 
proval and Record of Issuance of Units” 
contains the usual titles and account num- 
ber, dates of notice and valuation, questions 
as to bona fide nature of trust and its elig- 
ibility for participation (both as to invest- 
ment powers and amount), record of ap- 
proval by co-fiduciaries, by the administra- 
tor and by the Trust Investment Commit- 
tee; Record of action taken as to number 
of units subscribed to (with principal and 
income values indicated); and record of no- 
tice of investment sent to necessary parties. 


The “Notice of Withdrawal of Units” sets 
forth dates of notice and valuation, titles, 
account, number of units withdrawn, record 
of approvals and advices sent, and computa- 
tion of units as to principal and income. 


Meeting the Challenge 


Progressive trust institutions are trying 
to meet [these] challenges by increasing 
their investment and statistical staffs, by 
engaging in investment research, by the 
adoption of types of trusts particularly 
suitable to relatively moderate estates, and 
by management techniques, such as the es- 
tablishment of common trust funds, which 
will permit administrative economies and 
promote greater efficiency in the investment 
of the funds of small trusts. 


—Towner Phelan, vice president, St. Louis 
Union Trust Co., in May 1941 Mid- 
Continent Banker. 
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Equitable Trust Reports on 
Trust Earnings 


“Our trust department continues to show 
a sound, healthy growth,” reports C. Doug- 
lass Buck, president of the Equitable Trust 
Company, Wilmington, Del., in his annual 
report covering the bank’s activities for the 
52nd fiscal year ended April 30, 1941. “More 
new assets were received in the trust de- 
partment this year than in any other year 
in the Company’s history, and more new 
corporate accounts were established last 
year than in any other of the last five years. 
During the year the trust department again 
operated at a profit.” 


On the bank’s common trust funds, Mr. 
Buck commented as follows: “Equitable 
Fund “A”, our discretionary commingled 
Fund, invested in selected common stocks, 
preferred stocks, high-grade bonds and real 
estate mortgages, had an average yield of 
4.44% for the year. Equitable Fund ‘C’, 
invested entirely in high-grade bonds and 
real estate mortgages produced an average 
yield of 3.46%.” 
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Will Standardization Solve Small Trust Problem? 


TANDARDIZATION of trust instru- 

ments would aid greatly in the solu- 
tion of the problem of small trusts, ac- 
cording to Gilbert T. Stephenson, Direc- 
tor of Trust Research, The Graduate 
School of Banking. Speaking at the 
April meeting of the Personal Trust 
Round table of the New York Chapter, 
A.I.B., Mr. Stephenson stated that the 
ideal answer to the question of how to 
administer small trusts profitably is a 
combination of the common trust fund 
and the annuity trust plan. 


While he is opposed to regimentation 
of relationships with beneficiaries in the 
interest of economies, Mr. Stephenson 
declared that too much high-priced offi- 
cers’ time has been taken up by cus- 
tomers and beneficiaries in useless con- 
versation. Since it is estimated that 
60% of operating costs is due to sal- 
aries, he suggested that trust officers 
attempt to reduce the extent to which 
they have been abused in this respect, 
perhaps with the cooperation and assist- 
ance of their secretaries. 


Not generally recognized is the oppor- 
tunity for operating economies which 
would result from requiring a provision 
in all instruments that compensation is 
to be computed and taken on the basis of 
the schedule of fees in force at the time 
the services are rendered. This would 
mean, in other words, that at any given 
time, all compensation would be calcu- 
lated according to only one schedule in- 
stead of a variety of schedules. To in- 
sure public acceptance, Mr. Stephenson 
once more urged adoption of an Official 
Pamphlet* by each institution, which 
would include the fee schedule. By thus 
publicizing their rates, the danger of 
inequitable charges would be eliminated. 


Other suggestions made by Mr. Ste- 
phenson as to operating economies in- 
cluded reduction in the frequency and 
scope of accountings (e.g. repetition of 
income statements is unnecessary). and 
in the frequency of income distributions. 


*See September 1938 Trust Companies 291. 


What Standard Agreement Should 
Contain 


WORKABLE _ standarized __ trust 

agreement must be reasonably short, 
in the opinion of Joseph Trachtman, New 
York legal editor for Trusts and Estates. 
Uniformity as to investments, which 
would be of utmost importance, would 
be practicable only through the common 
trust fund, since investment conditions 
at the time of creation and distribution 
would vary. If the common fund is not 
available, there should be no restriction 
to particular investments, but real estate 
and mortgages should be excluded. 

As to principal and income questions, 
there should be covered the matters of 
stock dividends; amortization and dis-: 
counts; accrued income at the commence- 
ment and termination of the trust. The 
fiduciary should be given wide discretion 
to decide what is to be credited to and 
charged against income and principal. 
The need for specifically covering many 
of the principal and income questions, 
as well as other administrative problems, 
would disappear if the common trust 
fund were used. 

Administrative provisions to be in- 
cluded are permission to register securi- 
ties in the name of a nominee, and a 
maximum number of remittances, above 
which a charge is to be made. Pro- 
visions for settlement of accounts out of 
court, if properly worded, could also be 
of great utility. 

Other points to be covered are: what 
law is to govern; the trustee’s compen- 
sation; and provisions for resignation 
and substitution of trustees. 


As to dispositive provisions, Mr. 
Trachtman suggested that the English 
Statutory Will Forms might furnish 
guidance in working out a dozen or so 
patterns whose meaning would be beyond 
dispute, and which would be of sufficient 
variation to be attractive to most pros- 
pective settlors. 


Of perhaps greater importance are 
those matters which should be excluded 
from the standard agreement. The 
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major ones are (1) discretion in the 
trustee to advance principal (directions 
of a third person, to be followed by the 
trustee without investigation or inquiry, 
would not be objectionable); (2) co- 
fiduciary relationship; (3) power to 
apply income (income would have to be 
paid, and therefore a guardian or com- 
mittee might be needed; and (4) power 
to amend the trust. Power to revoke 
would not be undesirable, and in many 
cases would be essential. 


In view of the limitations and rigidity 
which would necessarily have to be im- 
posed in order to achieve uniformity, 
Mr. Trachtman concluded with a query 
as to whether such standardization would 
really accomplish any results if the very 
persons (of smaller means) for whom 
it is being provided desire and required 
flexibility. However, he agreed that 
standardization was greatly to be de- 
sired, even if it did not bring in the new 
business which some believed it could 
produce. 


Committee Reports 


EMBERS of the Round Table’s 

Small Trust Committee discussed 
other phases of the subject. The inevit- 
able increase in the number of small 
trusts, and the necessary adjustment 
which trust institutions must make to 
handle them profitably, were pointed out 
by Miss Henriette J. Fuchs, trust officer 
of the Underwriters Trust Company. The 
importance of simplicity and clarity of 
investment powers and limitation of the 
number of items in which the funds are 
placed was emphasized by Michael F. 


Eagan of Fulton Trust Company. Miss 
May McCusker suggested that, before 
deciding on what should be standardized, 
experiment should be made in grouping 
existing accounts. 


a | 


National Real Estate Clearing House 


Employing the same _ merchandising 
methods that proved so successful in pro- 
moting the sale of residential real estate, 
Previews, Inc., of which C. T. S, Keep is 
president, one of the foremost agencies 
specializing in the listing and selling of 
suburban and rural properties, has branch- 
ed out into the industrial field. To place 
these industrial and commercial properties 
before trade associations and corporations, 
as well as industrial brokers, an illustrated 
pamphlet is published for each of the vari- 
ous properties, describing it in detail and 
discussing the convertible uses to which 
the property may be put. 

One of the most valuable, widely pub- 
licized services performed by this company, 
which has offices in New York, Boston, 
Los Angeles and Philadelphia, is listing 
properties for sale and merchandising 
them to thousands of real estate brokers 
throughout the country. In that connec- 
tion they publish a series of comprehen- 
sive, well illustrated catalogues in which 
they list pertinent information and pic- 
tures. These booklets are advertised na- 
tion-wide for sale to prospective buyers, 
and are given to interested brokers with 
a supplement providing the names and ad- 
dresses of the property owners. 

| 


Preliminary figures issued by the Comp- 
troller of the Currency reveal that the active 
banks of this country had total assets of 
$85,571,902,000 as of December 31, 1940. 





Customer Conferences — 
and Titles 


ETWEEN the pinch of rising costs 

of trust administration (largely due 
to paper requirements of Federal and 
State authorities), and on the other side 
fewer large estates and lower investment 
returns or valuations on which fees are 
based, trust company executives are con- 
cerned with cutting overhead. 


More and more the complaint is heard 
of the cost of conferring with benefic- 
jiaries on matters pertinent and imper- 
tinent. The obvious and therefore most 
stupid solution is the cutting of the 
executive payroll, with all the ills and 
loss of good will which that entails. 


One answer is ready at hand. And it 
is one which heightens rather than dis- 
courages the personal relationship, con- 
fidence, and continuity of management 
on which the whole fiduciary business 
is based. To any beneficiary, his estate, 
large or small, is of greatest importance. 
Few are content to deal with assistants, 
either those who are advertised as such 
by the bank, or whom they suspect of 
being clerks glorified by titles. Yet 
every sizeable trust department has offi- 
cers who specialize in one or another 
field, such as investments, real estate, 
new business, taxation, administration, 
etc., and of whom the subordinate desig- 
nation is really inaccurate. 


By the simple procedure of eliminat- 
ing the word “Assistant” (as Assistant 
Trust Officer, Assistant Vice President, 
Assistant Cashier) and substituting a 
title which is truly indicative of the offi- 
cer’s functions and responsibility, two 
excellent results are accomplished. First, 
the community standing of the officer is 
enhanced and also his pride in his job; 
and, secondly, he is on sounder footing 
to meet clients of importance on those 
matters which come under his jurisdic- 
tion. This is true, of course, only of 
“contact officers” who are actually in 
charge of a division. 


The saving in time of the top officer 
of the department can be immense, the 
customer having no hesitancy in discuss- 
ing his investment problems with the 
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Trust Investment Officer—formerly As- 
sistant Trust Officer—, and he also be- 
comes better acquainted with the depart- 
ment, thereby improving the continuity 
of relationship. It is submitted as 
wholly unfair to the _ policy-making 
department head that he should be bur- 
dened with every detail of every estate, 
and have to call in his tax, corporate, 
real estate, investment, or other special- 
ist and take the time of two men where 
one would do far better. 


Photographic Old Records 


New Jersey recently joined the small 
group of States which accord to permanent 
photographic records of bank and trust 
company documents the same force and ef- 
fect in court as the original paper. It is 
estimated that destruction of photographed 
originals results in a 98% saving of storage 
space, which can easily mean the difference 
between a profit and a loss for any trust 
department. 
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Employees’ Savings Trust 


NOVEL trust is being administered 

by the Victoria (Tex.) Bank and 
Trust Company for the benefit of its em- 
ployees. Vice president W. U. McCutch- 
en explains the plan as follows: 


The Agreement was signed by all of 
the employees of our bank, including all 
officers. It names the bank as agent and 
attorney in fact. Each month all of our 
officers and employees contribute a por- 
tion of their salaries thereto and at the 
end of each year all employees and the 
officers, with the exception of certain 
of the executive officers, pay in to the 
fund % of the bonus that is paid each 
employee at the end of the year who has 
been in our employment for as long as 
twelve months. Certain of our execu- 
tive officers are not included in the 
bonuses paid, therefore, only their reg- 
ular monthly savings are credited to their 
account. 


The fund has been operating since 
about April 1939. It is written to cover 
a period of five years from date thereof. 
The fund was started as an effort to 
demonstrate to ourselves and our em- 
ployees the importance of savings and 
what it can amount to, even in small 
amounts, over a period of time. Al- 
ready, and without solicitation, we have 
heard a number of our employees state 
how glad they were that we instituted 
such a plan and that at the end of the five 
year period, and provided they are still 
in our employment, they would vote 
to continue the plan, without withdraw- 
ing any of the principal. 


Failure of any employee to make his 
regular monthly payment to the fund, at 
the option of the advisory committee, 
(this committee is named by a majority 
vote of the employees) may render the 
one so failing ineligible for further par- 
ticipation in the trust. Of course, upon 
the death of any employee or officer, the 
funds remaining on the books of the 
trust to his particular account are to be 
paid to his estate, and also in case an 
employee or officer leaves our employ- 
ment, he is automatically ineligible to 


further participate in the trust, but the 
funds accumulated for his account to 
that date, are paid to him. 


In case of dire emergency, such as ill- 
ness or other serious disaster, a partici- 
pant may withdraw his holdings in the 
fund to the extent of the principal 
amount standing to his credit when such 
withdrawal is authorized by the ad- 
visory committee. 


No participant is permitted to trans- 
fer, pledge, or otherwise hypothecate his 
interest, and to do so, would automati- 
cally render him ineligible to further 
participate therein. 


We, of course, are more or less ex- 
perimenting with this idea, but believe 
it a good one, and more and more all the 
time, our employees and officers seem 
to think more favorably of the idea, and 
we truthfully believe that at the end of 
the five year period from the date the 
trust was begun, at least the majority, 
and probably 100% of our employees and 
officers will vote to continue the plan. 


ee 


Another Penn Bank Starts 
Common Trust Fund 


The Union Trust Company of Butler, Pa., 
recently announced the establishment of a 
common trust fund, which will be restrict- 
ed to securities legal for trust funds. The 
first investment of the new fund consisted 
of a subscription of $25,000 to Series G De- 
fense Savings Bonds. This is believed to 
be the first purchase of them in Butler 
County. 


a 
Landis’ Write 


The chapter on banking in the Encyclo- 
pedia Brittanica 1940 yearbook, is written 
by Edgar B. Landis, trust officer of the 
Chemical Bank and Trust Company of New 
York. Occupying nearly two pages of the 
latest supplement to this famous reference 
work, the chapter on “Trusts and Trustees” 
in the recently published 14th edition was 
written by another Landis—James M.— 
Dean of the Harvard Law School. 





Comma Conscious 


FRANKLIN B. KIRKBRIDE 


N author of my ac- 

quaintance had a 
short manuscript typed 
and got back a beauti- 
ful finished product 
from which over 400 
intruding commas had 
to be removed. I can 
sympathize, for a brill- 
jant associate reads 

: these “Columns” of 
mine in manuscript and demonstrates 
with jocular insistence the writer’s utter 
lack of knowledge of the fundamentals 
of modern styles in punctuation. His 
keen mind rarely attacks the sense or 
nonsense of the subject matter. 

It is said a German scientist can find 
enough in a drop of water suspended 
from the point of a pin to occupy a life- 
time of research. Life is, of course, 
made up of myriads of little things 


which, added together, combine to make 


the whole. My mind is today not think- 
ing along that line, important though it 
is, but rather about the viewpoint that 
concerns itself with trifles and which 
fails to recognize the broader implica- 
tions of the picture. How often, too, 
we think of the reaction of little things 
upon ourselves rather than as they may 
affect the other fellow. I am not imply- 
ing the customer is always right, far 
from it. But I do realize that when 
attention is focused on commas the sense 
of the words is likely to be overlooked. 

When studying:-a difficult and compli- 
cated problem, I find it essential to wipe 
the slate clean, to get rid of detail, to 
forget methods and personalities and 
past procedures. Historical perspective 
may be invaluable, for a knowledge of 
background is the foundation on which 
the facts stand. The most important 
thing is to obtain a complete picture of 
the conditions as they exist today and 
clear knowledge of objectives which are 
sought. Once the picture stands out 
clear and in bold relief, the details can 
almost be left to take care of themselves. 


With this basis of approach, it is amaz- 
ing how much detail disappears, becomes 
just excess baggage ready for the dis- 
card. Commas, of course, where really 
needed, but a large percentage of them 
conspicuous by their absence. 


ITTLE people with constricted 

minds, self-centered, thinking only 
about themselves, rather than the task in 
hand or the objectives sought, are likely 
to prove a stumbling block to progress, 
limiting their own usefulness, becoming 
a negative influence, maybe a positively 
harmful one. 

The price of leadership is unselfish- 
ness, vision, hard, constructive and con-’° 
tinuous effort, a knowledge of the work- 
ings of other peoples’ minds. The suc- 
cessful leader must not only plan con- 
structively, but have that unique gift of 
being able to pick and choose, out of the 
available material at hand, those who 
can be depended on to catch the spirit 
behind each order, who are obsessed by 
loyalty to leadership and objectives, who 
can be counted on to make action infec- 
tious, progress rapid, success sure. 


There are moments in the lives of both 
men and nations when, facing crisis or 
the impending impact of momentous 
events, vision must be displayed, not only 
by those qualified and chosen to lead, 
but by the mass of the population as well. 
Today, with a world cataclysm closing in 
about us, are we as a nation awake to a 
realization of what impends? Is it go- 
ing to take another “Lusitania” incident 
to stir the lethargy which still obsesses 
all too many of our people? Is the effect 
of tightening government controls, of 
mounting taxes, of intense activity in 
war industry, of the draft, of bottlenecks 
in skilled trades and essential material, 
of rising cost of living, going to be lost 
on our domestic economy because we are 
in a coma, comma conscious, concerned 
with the routine of every day existence, 
instead of preparing to defend ourselves, 
to’ meet the inevitable struggle which 
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nothing short of an all-out offensive on 
our part can win? 


ODAY, we are playing with time and 

as the seconds, minutes, hours, days, 
weeks and months pass, as each leaf is 
pulled from the calendar, do we visual- 
ize the shadow, long and ominous, which 
each succeeding rising sun casts over the 
landscape and which is there, too, as the 
setting sun goes down beyond the hori- 
zon? From east and from west, the 
shadow lengthens. Are we still too far 
from the scenes of conflict to grasp in 
full measure the implication of what is 
ahead? Are we still going about our 
peace-time tasks, enjoying peace-time 
pleasures, resting in a dream world while 
our boys go off to great training areas 
and industry works at breakneck speed 
to provide the necessities of the hour? 
Are we, as a people, still thinking in 
terms of commas and seconds while the 
fateful zero hour impends? 


It makes little difference whether we 
were “taken for a ride” or not during the 
first World War. Today, it is not a ques- 
tion of war or peace; it is the mainten- 
ance and perpetuation of a civilization, 
of a way of life we all hold dear. Mater- 
ial things are tangible, transitory, fra- 
gile and often become liabilities, rather 
than assets. The material, in the long 
run, crumbles into dust. Force has its 
day. Then it, too, is liquidated for there 
is no enduring, cohesive attraction that 
binds brute force into permanent power. 
It is the intangible that endures, the 
ideas, the ideals, the aspirations of free- 
dom-loving, self-sacrificing, godfearing 
peoples that is the hope of mankind, that 


after temporary eclipse can be counted 
on to survive, to lead and point the way 
to a better, a safer, a saner world. 


Time is fighting with the forces of 
freedom; the haggard harpies, disease, 
hunger and hate, lurk behind the battle 
lines and sooner or later will take their 
toll of the forces of greed and destruc- 
tion. Envy, dissension, fear, will take 
their toll, too, while subject peoples gird 
themselves to strike off their shackles 
when the time is ripe for simultaneous 
action. 


E may be a nation of “suckers” as 

far as material things are concern- 
ed, but when crisis comes in full force 
and fury, this nation can be depended on 
to rise to the need of the hour, to defend 
a way of life dear to us and the only 
enduring heritage we can hand on to 
future generations. 


Comma conscious no more, forgetful 
of the passing seconds, vision grips us 
in a fateful hour that will settle the des- 
tiny of these United States, possibly of 
the world. 


So it behooves us, with singleness of 
purpose to prepare speedily to defend 
these United States from the aggressor, 
to make this continent impregnable 
against attack, to give all aid to Britain 
and lead in assuring a war-torn world 
that idealism, faith in freedom and the 
democratic way of life still live and can 
and will survive. 


Tolerant, strong, united, whether it be 
our war or not, the die has been cast and 
we are committed, as the arsenal of dem- 
ocracy, to fulfill our destiny. 





Savings and Loan Shares for Trusts 


Advantages of Diversification and Servicing 


HORACE RUSSELL 
Member of the Chicago Bar 


N thirty-eight States fiduciaries are 
expressly authorized to invest trust 
funds in Federal savings and loan shares 


and, in a number of other States, like 
Massachusetts and Connecticut, such in- 
vestments may undoubtedly be made 
under the prudent investor rule. 


Trustees, by investing in selected, 
well-managed Federal savings and loan 
associations, can secure first mortgage 
security, plus the protection of real diver- 
sification of first mortgage risks, and 
of substantial general reserves and un- 
divided profits. In addition, they can 
obtain the protection of insurance of 
accounts and, at the same time, be 
relieved of the necessity of going into the 
retail mortgage business. Moreover, 
they are freed of the expensive detail 
of making and servicing small home 
mortgages, which often results in bitter 
criticisms from beneficiaries. 

By this means, the fiduciary can start 
earnings upon trust funds not later than 
the first of the month after investment, 
and continue such earnings until the 
semi-annual dividend date prior to liq- 
uidation of the investment. During such 
period, he can secure the full net earn- 
ings upon carefully selected first mort- 
gages, after necessary expenses and re- 


serves. And, it is comparatively easy 
for him to make a list of personally 
selected, well-managed associations. 


It would be easy for him to defena 
the exercise of his judgment in this 
respect in any court, whereas trust offi- 
cers know that it is frequently difficult 
to defend in court many of the multi- 
tudinous transactions involved in a retail 
mortgage business by a trustee. In mak- 
ing the investment, the investor is deal- 
ing with responsible financial institu- 
tions and may merely write his check 
and secure the investment share certif- 
icate. 


Nature of Investment 


OT every Federal savings and loan 

association has a sufficient loan de- 
mand to justify it in accepting addition- 
al funds every day in the year. How- 
ever, out of many hundreds of well-man- 
aged associations, it is easy for the in- 
vestor to find a sufficient number of such 
associations who will accept investment 
funds so that large as well as small trusts 
may be accommodated in a substantial 
way. The Federal savings and loan sys- 
tem is lending about $40,000,000 or more 
each month regularly and the associa- 
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tions could accept several million dollars 
each month of additional long term 
funds. 

The Federal savings and loan asso- 
ciation specializes in making monthly 
amortized mortgage loans upon homes 
in its immediate territory. It is author- 
ized to make loans, not exceeding 15% 
of its assets, secured by first mortgage 
upon improved real estate other than 
homes, including such mortgages in areas 
beyond 50 miles of its office, but such 
mortgages are limited to 50% of the 
value of the property. While the asso- 
ciations may lend up to high percentages 
of the appraised value of homes on ac- 
count of the monthly amortized character 
of their mortgages, the average unpaid 
balance of mortgages in their portfolios 
generally are in the neighborhood of 50% 
of the aggregate appraised value of the 
properties securing such loans. 

These associations have developed the 
best facilities for making and servicing 
home mortgages in nearly every com- 
munity. This statement is evidenced by 
the fact that savings and loan associa- 
tions are making more mortgages than 
any other type of lender and are perhaps 
securing a somewhat better rate thereon. 
They have respectable places of business, 
with good equipment, and specialized 
management in the home mortgage field 
interested in nothing else. They are 
local institutions and their management 
is intimately acquainted with their terri- 
tory and their borrowers. 

They are in position, if necessary, to 
take the security, manage and liquidate 
it at a profit generally, as can be demon- 
strated from the experiences of the past 
depression. Substantially more than half 
of the Federal associations are old insti- 
tutions which came through the last de- 
pression, paying a satisfactory return 
throughout the depression, and suffering 
no losses to any investor. 

The investment is one which will stand 
up under any kind of examination of its 
merits and its record as an investment 
through hard times as well as good. 





Goose Creek, Tex.—The Citizens National 
Bank and Trust Company will build a new 
$80,000 banking home within the next few 
months. 
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Outlook for the Utilities 


A somewhat narrower field of develop- 
ment for the utility industry, but one cap- 
able of intense cultivation, was described by 
Franklin J. Griffin of Studley, Shupert & 
Co., Inc., Boston investment house, at the 
125th anniversary conference of the Nation- 
al Association of Mutual Savings Banks. 


“In the early stages of development,” Mr. 
Griffin said, “two main avenues of expansion 
were open to the industry; first the yearly 
acquisition of large numbers of new custo- 
mers; and, secondly, intensification of the 
use of electricity by customers already upon 
its books. Expansion of service is now ap- 
proaching a point of saturation. Whereas, 
in 1914 only 17 per cent of the population 
of the country lived in electrically lighted 
homes, 84 per cent live in wired homes to- 
day. Moreover, population growth itself 
has slackened materially in the last two 
decades, and is expected to continue so. 
Future expansion in the electric light and 
power industry must come primarily from 
intensification of the use of electricity by 
present customers. Marketing, therefore, 
henceforth must be the paramount concern 
of utility management. 

“Generally speaking, there has been a 
tendency for most debt ratios in the indus- 
try to show increases during the last 12 
years. Depreciation reserves, as a result 
of larger allocations in recent years, are 
higher. Similarly, yearly depreciation 
charges were larger in 1940. 

“Many utility companies have reached the 
marginal status where further decadence of 
earning power (either as a result of con- 
tinued growth of costs, or another major 
downswing in the business cycle, or both) 
must have a devastating effect upon the 
values of their securities. 

“In addition to economic considerations 
are those which arise from the social and 
political conditions now prevailing. There 
seems to be developing in this country a 
definite hostility to success in the corporate 
field. Moreover, Government-subsidized com- 
petition on top of government regulation 
has brought into the utility field a whole 
new set of ‘indeterminates.’ 

“Under these circumstances rigid maxims 
or venerated rules-of-thumb, however sound 
in the past, should be replaced by princi- 
ples and policies carefully adjusted to meet 
current trends. Quality manifestly should 
be the sole reliable test of merit. The mere 
avoidance of marginal situations is not 
enough.” 











You Can’t Get Away 


from the Facts... 


—But the facts can get away 
from you ! 


OR this reason, information of all kinds is essen- 

tial to intelligent action today — particularly 
specific information about the conditions govern- 
ing the job in hand. The institutional buyer of 
bonds, for instance, wishes information about the 
individual securities he buys—but this, important 
as it is, is not sufficient. He needs, too, information 
concerning market conditions at the time he buys 
and sells. 


Our firm offers vital assistance to institutional bond 
buyers in this important respect. Because we buy 
and sell large blocks of securities, we are in a posi- 
tion to know market conditions—even when we 
are not directly concerned with the securities 
offered. The information thus acquired is available 
constantly to clients — placing them in an equally 
informed position. 





Frankly, we'd like to have the opportunity of giving 
this assistance to you, too. 


R. W. Pressprich & Co. 


68 WILLIAM STREET, NEW YORK 


36 Pearl Street 201 Devonshire Street 
HARTFORD BOSTON 





GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY AND INDUSTRIAL BONDS 
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...an Investment 
for Trust Funds ...and Others 


The savings and loan share, representing a first claim on 
American homes, has been a popular investment for more 
than 100 years. The Federal Savings and Loan System of to- 
day has added every known protection and much flexibility. 


Federal Savings and Loan Shares are issued by individual 
institutions . . . supported by the Federal Home Loan Bank 
system, by each institution’s reserves and by monthly amor- 
tized first mortgages on improved properties. 


Federal Savings and Loan Shares have been approved as 
legal investments for Trust Funds and Other Funds in most 
states. This investment has consistently paid a liberal 
return and may be realized upon at par; its safety is 
insured yp to $5,000 in one account by an instrumentality 
of the United States. 


SELECTED FEDERALS, Inc. 


135 S. LaSalle St. Field Building Chicago 


This is not an offer to sell any security. Selected Federals, 
Inc. is a non-profit corporation composed of qualifying 
Federal Savings and Loan Associations which sell directly 
to investors. Full information, including list of members, 
will be furnished upon request. 





The Chippewa Valley Club 


An Adventure in Investment Co-Operation 


G. O. THORPE 


Vice President and Cashier, The First and Lumbermen’s National Bank, 
Chippewa Falls, Wisconsin 


OOPERATIVE effort in any profes- 

sion or fraternity is not new. Con- 
tinually new, however, are the fields in 
which, and the methods by which we 
learn to make good use of it. The Chip- 
pewa Valley Club, an investment plan 
for country banks, is one of these new 
ways to cooperate that we who are in it 
feel has proved itself. 


In September of 1938 a group of seven 
Wisconsin country banks decided to join 
together by written agreement to ef- 
fect a better understanding of their 
market investment holdings, and to pro- 
mulgate investment policies to which 
they might adhere. 


This group recognized that a great 
deal was to be gained by making reg- 
ular contacts with their city correspon- 
dents and by having the representatives 
of those banks and other firms or insti- 
tutions visit them in their local meet- 
ings. Services and factual information 
were purchased and held at the office 
of the President of the organization for 
the use of the membership. A great 
deal of free information in pamphlet 
form can be obtained and has been sent 
by various institutions or organizations 
direct to each member of the Club. 


A master list of the Club holdings has 
been filed with one of the members’ 
large city correspondents, and their 
analytical reports are forwarded direct 
to the Club’s president. At his office a 
route sheet is attached and each bank 
receiving it in turn forwards it to the 
bank whose name appears subsequent 
to its own on that sheet. No bank is 
allowed to hold a report longer than 
two days. The last bank returns it for 
ane into the Club’s permanent 

le. 
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Getting The Job Organized 


EETINGS at the start ran from 

two o’clock in the afternoon, un- 
til approximately eleven o’clock in the 
evening. Since a large share of the 
necessary eliminations of unfavorable 
holdings has been made, meetings now 
normally run from three o’clock in the 
afternoon until about eight o’clock in 
the evening. 


The economic situation of the country 
is discussed at length and is the first 
order of business. Visits of correspon- 
dents’ representatives and others to 
members, or of members abroad, during 
the previous and coming month are then 
reported, as well as the information 
that has been obtained from those 
sources. The next item for discussion 
is issues held by the membership. One 
meeting may be confined entirely to 
governments, another to municipals, 
and others to various types of corporate 
securities. The conclusion of each 
meeting outlines the Club policies. 


The major initial problem of the Club 
was the reduction of sub-standard cor- 
porate securities, especially railroad ob- 
ligations. The results have been most 
gratifying. Well over 75 per cent re- 
duction has been obtained in those 
holdings. Governments and municipals 
have increased, as is true, also, of 
loans. The banks on an average have 
over a fifty per cent ratio of loans to 
deposits. The earnings of the member 
banks have not diminished in spite of 
the fact that there has been an increase 
in cash. 


To eliminate the element of rivalry, 
and its natural counterpart, hesitancy, 
only one bank from a city may belong. 

















What It Costs 


HE Club has operated on a budget 

not to exceed $75.00 per year per 
member. This, of course, does not in- 
clude the expense of attending meet- 
ings. The officers of the Club are Pres- 
ident, Vice President, and Treasurer, 
the President performing the secre- 
tary’s duties. None of the officers is 
paid. However, the Secretary to the 
President does receive a monthly re- 
muneration. 


The Board of Directors of each parti- 
cipating bank must approve and author- 
ize membership, as well as consent to 
the provisions of the written Articles 
of Agreement. The Agreement pro- 
vides for: 


1. Adherence to the Club’s policies. 





2. The selection of a representative 
from each bank, and the auto- 
matic exclusion of that bank by 
its failure to attend meetings reg- 
ularly without sending a substi- 
tute. 


3. Monthly reports to the Club’s 
president on additions to or dele- 
tions of members’ holdings. 


4. Permitting the review of the lists 
by other members of the organiza- 
tion. 


5. Approval of additions to their 
holdings by either a correspon- 
dent bank or the Club. 


6. A visit to one of the city corre- 
spondents not less than once 
every two months. 


7. The Club president to make 
monthly correspondent bank con- 
tacts, and to have the authority 
to discuss each bank’s holdings 
with any of the member banks’ 
correspondents. 


8. Each bank does its own buying 
and selling, through its own 
broker. 


9. A limitation of the Club member- 
ship to twelve banks. 
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10. Acceptance, if necessary, of as- 
sessments. 


11. Willingness to adhere to the prin- 
ciple of majority vote. 


12. Reporting to the Club President 
of any issue held contrary to the 
Club’s policy, statement to con- 
tain the fact that the bank is on 
record as to the Club’s viewpoint 
regarding such undesirable hold- 
ings. 


It can readily be seen that a bank has 
full authority to do as it wishes. How- 
ever, no bank officer is likely to wish to 
place his bank on record as purchasing 
or holding securities not favored by the 
balance of the membership. 






Solid Satisfactions 








O member of the organization 

wishes to dissolve or withdraw 
from this unit, and each meeting seems 
to bring new and more interesting mat- 
ters for discussion. It is the feeling of 
the entire membership that substantial 
progress has been made. 


It has been our plan one meeting each 
year to have each bank representative 
bring a director, and at another meeting 
to bring a junior officer. Other than 
that, all meetings have been attended 
only by each designated representative 
or substitute. 


Some of the members have partici- 
pated in loans where lines would be in 
excess of the statutory limitation. As 
a group the Club got together and pur- 
chased a block of $128,000 municipal 
securities from a city in which one of 
the banks was located. In this particu- 
lar transaction, they effected a much 
more favorable yield than would have 
been true had the issue gone to a muni- 
cipal broker and been purchased on the 
market. 


The rewards of cooperative endeavors 
lie not only in accomplishments—solu- 
tions of the problems which have been 
and are to be met—but also in the bene- 
fits to the individuals actively partici- 
pating in such a program. 











Realty Outlook Improves 


The mortgage market and outlook for 
real estate in general is closely bound up 
with development. of the national defense 
program, in the opinion of Bernard F. Ho- 
gan, president of The Greater New York 
Savings Bank, Brooklyn, N. Y., and chair- 
man of the Committee on Mortgages; Na- 
tional Association of Mutual Savings Banks. 
Addressing that organization, meeting in 
Philadelphia in its 125th Anniversary Con- 
ference, Mr. Hogan said that he looked for 
a strong surge of building in the small 
home field. 

Mr. Hogan discussed the probable effect 
of Government-sponsored plans upon the 
market both of today and the future. 

“Reports from war plant areas indicate 
that the concentrated efforts to supply 
housing for workers, who have overrun cer- 
tain communities, are meeting with only 
moderate success. Consequently, over- 
crowding is likely to accelerate private 
building for renting purposes in such areas, 
if material and labor can be found. Here 
again may be valuable opportunities for 
mortgage lending by private agencies. 

“Building authorities maintain that new 
homes needed by the American people run in- 
to fabulous figures. It certainly is true that 
the one sure way to obtain lasting benefit 
from war activity is to divert a large share 
of profits and wages into useful and endur- 
ing investments. Home investment remains 
the most dependable value that the average 
person may acquire.” 
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Effect of Design and Population 


“Progress in design and construction and 
population movements may prove to be 
serious factors affecting mortgages now 
held in the portfolio,” declared William R. 
White, New York State Superintendent of 
Banks, at the 125th Annual Convention of 
the National Association of Mutual Sav- 
ings Banks, held recently in Philadelphia. 


“We have already seen,” said Mr. White, 
“many examples of the kind of competition 
that older properties are receiving from 
new types of buildings; from single family 
houses, smaller and better designed; from 
apartments of the ‘garden type’; from 
stores, loft buildings and manufacturing 
plants built along new horizontal lines, 
lower and spread out. 

“The second form of competition will be 
found in the tendency of population to 
spread out, to become less dense. As the 
result of the extension of subways and bus . 
lines, the building of express highways and 
the increase in the number of automobiles— 
all since 1920—there has been a tremendous 
change, almost a reversal of the previous 
trend. 

“What is this likely to mean to banks? 
Will it not hasten the obsolescence of many 
existing houses, apartments, lofts and 
stores, on which they now have mortgages 
in good standing? Should we not look 
ahead and consider what new types of build- 
ings, new methods of construction and de- 
centralization of population may do to pres- 
ent mortgage investments?” 


On May 1, the United States Na- 


tional Bank of Portland, Ore., 
launched its campaign for the sale 
of Defense Savings Stamps and 
Bonds by a spectacular presenta- 
tion in the lobby of its head office 
bank. A large booth, patriotically 
decorated, was set up for handling 
the sale of Defense Savings 
Stamps, and regular windows were 
appropriately decorated by signs 
advocating the purchase of Defense 
Savings Bonds. 

Immediately prior to the open- 
ing of the bank, broadcasting ap- 
paratus was installed for a 15- 
minute program, instituted as a 
quiz between station announcers 
and prominent city and bank of- 
ficials, to bring out the need, pur- 
poses and accomplishments of pub- 
lic participation in the Defense Se- 
curities. 





Inquiries to the Equitable regard- 
ing Delaware trust matters bring 
prompt answers based on more 
than half a century of experience. 
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TRUST COMPANY 
WILMINCTON, DELAWARE 


Outlook for Railroads Best 
in Years 


One far-reaching result of the national 
defense program and the general revival of 
business has been the marked improvement 
in railroad affairs. This statement, in sub- 
stance was made by Philip A. Benson, pres- 
ident of The Dime Savings Bank, Brooklyn, 
before the 125th Anniversary Conference of 
the National Association of Mutual Savings 
Banks. “Once more we see operating figures 
and earnings statements begin to approach 
a reasonable standard,” he said. “This is 
heartening news for investors.” 


“We may take special satisfaction in the 
fact that rail improvement is going forward 
under private ownership and management. 


“Because of better earnings, the immedi- 
ate outlook for the railroads distinctly has 
improved. The pressure of insufficient 
earnings to cover fixed charges upon certain 
of the marginal roads has been removed for 
the present, and, although further ‘reorgan- 
izations seemed imminent last year, the 
probability of further reorganizations now 
seems much more remote. 


“Although immediate prospects are hope- 
ful, the duration of the present earnings 
level is unpredictable. Sudden termination 
of the war in Europe undoubtedly will have 
a considerable consequence upon the rail- 
roads. The extent to which this develop- 
ment may affect general business conditions 
is dependent upon a number of facts, among 
the more important being the extent to 
which war production replaces production 
for normal civilian needs and the extent to 
which war production can and will be re- 
placed by more normal productive methods 
at the termination of the war.” : 
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Rail Merger Proves Value 


The soundness of unifying the Gulf, Mo- 
bile & Northern Railroad and the Mobile & 
Ohio Railroad into the Gulf, Mobile & Ohio 
Railroad last September already has been 
demonstrated, I. B. Tigrett, president, de- 
clared in his report for 1940, issued re- 
cently. 


“It was quite evident,” Mr. Tigrett said, 
“that upon this merger depended the future 
usefulness to the public, the employes and 
the owners of the two railroads involved, 
and, while they were comparatively small 
lines, the obstacles confronted were none 
the less trying. There had previously been 
no similar consolidation of parallel and 
competing lines. 

“The owners of the various classes of 
securities had to agree upon their partici- 
pation, and some of their views conflicted 
sharply. Financing had to be arranged and 
a job-protection agreement with labor had 
to be reached. The many communities 
which the two lines served required satis- 
faction that they would not lose, and finally 
it was necessary to secure the approval of 
the courts and the regulatory bodies of the 
various States and the Federal Govern- 
ment. 


“All of these requirements were met, and 
it is most gratifying to your directors to 
be able to report that the operating results 
of your new company have so far fully 
substantiated the fundamental soundness of 
the plan of unification. Some of the anti- 
cipated benefits, such as the longer haul 
over the constituent properties of traffic 
controlled by them and formerly delivered 
to other connections, have already been 
realized, while others are in process of ma- 
terializing. The full economies obtainable, 
however, will not be reached until some 
time has elapsed, since it is the policy of 
the management to minimize to the greatest 
possible extent any hardships to the per- 
sonnel of the company as the result of the 
consolidation of forces.” 


(Cf. Railroad Consolidation Now, March 1941 
Trusts and Estates 237.) 


ee 
Account Review 

The May issue of The Burroughs Clear- 
ing House contains an article by Alan Ross, 
trust officer of the Grace National Bank, 
New York City, describing the procedure 
which his department, a relatively small 
one, has set up for reviewing fiduciary ac- 
counts. 





Governments or Secondary Investments? 


The Choice before Institutional Investors 


THATCHER C. JONES 
Associate Professor of Finance, New York University 


OVERNMENT encroachment, in 

the guise of reform and in the 
name of public welfare, has challenged 
business activities which formerly were 
universally regarded as private in na- 
ture. It competes more and more with 
private enterprise, and industry fin- 
ances this formidable competition 
through heavy taxes. Profit margins 
have been narrowed, but, more particu- 
larly, that wholesome American optim- 
ism of former days has been greatly 
subdued. 


The old theory that a balanced bud- 
get improves the credit risk seems to 
have been abandoned in the present 
era of managed currency, and the nor- 
mal functioning of supply and demand 
is no longer fully operative. During 
war emergency, interest rates are likely 
to remain low in America, as has been 
true among the European belligerents. 
It is improbable that there will be more 
than a modest. rise, say to three per 
cent or slightly better, of yields on 
high-grade corporates and even a small- 
er rise in yields on the Government’s 
new long-term taxable issues. 


Though there has been a decline in 
dollar investment in plant, the decline 
has been more than offset by increased 
productive and marketing efficiency. 
Output per dollar of investment has 
increased, thereby necessitating less 
capital outlay per unit produced. The 
most enduring outlet for investment 
capital, aside from present war de- 
mands, is conditioned on enlarged con- 
sumption through increases in the liv- 
ing standards, especially of the great 
majority of Americans whose incomes 
are in the lowest brackets. 


Wage scales and taxes are increasing 
in their effectiveness as the great level- 


From address at the 1941 Spring Conference 
of Life Office Management Association at Hotel 
New Yorker, May 1, 1941. 


ers of individual incomes. If it be true, 
then, that we are not suffering (aside 
from defense industries) from a short- 
age of productive capacity, but have 
large productive reserves, saving should 
be reduced or converted into govern- 
ment bonds and larger real incomes be 
made available to about 19 million fam- 
ilies, that is, about 60 per cent of the 
population, who receive less than $1,500 
per annum. Through intelligent admin- 
istration of prices (under prevailing 
war-time conditions), the establishment 
of equitable wage scales to raise the 
standards of the masses and the appli- 
cation of an equitable tax program, the 
real income of this large group would 
be raised and readily felt in the en- 
larged demand for consumption goods. 
This demand, particularly in post-war 
years, would in time call for plant ex- 
pansion and increased demands for in- 
vestment capital. 


Investment—One Day 


Important as the post-war economic 
and political developments of the world 
will prove to be, the pattern that they 
assume in America is far more signif- 
icant to the investor of the future. 
Much can be done now to assure the 
continuance of the American way of 
life, but it appears to be wishful think- 
ing to conclude that many of the radi- 
cal changes now being made will not 
become permanent. 

To the extent that the present gener- 
ation is willing to submit to heavy tax- 
es, to that extent will the evils of de- 
fense expenditures be mitigated. To 
the extent also that non-munition plants 
are converted into defense plants and 
thereby obviate the necessity of new 
plant construction, to that extent the 
prospective debt burden would be light- 
ened and at the same time distortion in 
plant facilities would be largely avoid- 
ed. In fact, if a backlog of demand for 
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consumption goods is built up it would 
ease later readjustments. 

In some instances, plant facilities are 
quite inadequate and further expansion 
is urgently needed. Though some bor- 
rowed private capital and also the idle 
funds of some corporations are being 
used for such purposes an overwhelm- 
ing percentage is being financed by the 
Government. 


Plain Warning Signals 


Our emergence from the war in a 
relatively strong financial condition 
would aid greatly in effecting the in- 
evitable post-war readjustments in our 
domestic economy and also place us in 
a dominating position in meeting com- 
petition for world markets. We could 
then also dictate the use to which our 
huge gold reserves could be put in both 
domestic and world economy. 

Under prevailing conditions, the gold 
stocks approximating $22.5 billion, the 
large excess reserves, the huge idle 
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bank deposits, and the continued defi- 
cit financing, provide a menacing dan- 
ger of ruinous price inflation. The in- 
stitutional investor is well aware of the 
precipitous decline of investment values 
when price inflation is permitted to run 
rampant. Under its influence the large 
German life insurance companies ex- 
perienced ruinous losses in the value of 
their prime investments. This is not 
particularly consoling to holders of dol- 
lar obligations. 


We thus are confronted with the 
question: Is great price inflation avoid- 
able? The answer lies with the Gov- 
ernment as to whether we shall have 
inflation, with the economic and poli- 
tical trends, and with those who are 
charged with the responsibility of pro- 
tecting the enormous savings of the 
masses. 


The general and sustained rise in the 
level of commodity prices within a short 
period can only be avoided by curtail- 
ment in consumption of luxury and semi- 
luxury consumer goods, discontinuance of 
private consumption of goods in which 
a scarcity exists under the defense pro- 
gram, increase in productive output 
through a return to industry of the un- 
employed and the lengthening of hours 
of work each week, higher taxes and on a 
broader base, reduction of the Govern- 
ment’s ordinary budget by curtailing 
some relief measures, rigid control of 
prices in some instances through price- 
fixing and establishment of mandatory 
priorities, restriction on _ installment 
sales, and control of wage rates and labor 
conditions in order to prevent the vicious 
spiral of rising prices, rising wages and 
again rising prices. Inflation does not 
exist for a protracted period when there 
exists large excess plant capacity, when 
raw materials are plentiful, and when 
unemployment is great. 


However, present government fiscal 
policies and increasing wage rates will 
no doubt prove disturbing to prices un- 
less they are duly restricted, rigid econ- 
omy practiced, and high taxes imposed. 
But the primary danger of inflation is 
the rising wage rate caused by competi- 
tive bidding by producers for skilled 





labor, time and a half for overtime be- 
yond 40 hours per week, and pressure 
of powerful labor organizations. 


Shadows Before 


There is little doubt that during the 
entire period of national emergency in- 
stitutional investors wil continue to pro- 
vide substantial amounts for government 
purposes. They will also be called upon 
to provide capital funds needed in the 
readjustments to follow the cessation of 
war. 

Proposals for the acquisition of equi- 
ties by insurance companies constantly 
recur, but to date apparently they have 
been rejected as unsuond. Straws in the 
wind as to the probable government at- 
titude were evidenced in a recent speech 
of S.E.C. Commissioner, Sumner Pike, 
who advocates this innovation. In the 
interest of diversification and a broaden- 
ing of investment sources it might not 
be too objectionable to place a small per- 
centage of funds in the common stocks 
of the soundest companies, but only when 
the strictest tests have been met. 


Another proposal is the financing of 
well established enterprises whose finan- 
cial requirements are too modest to ob- 
tain the aid of investment bankers. Care- 
ful deliberation on this subject leads to 
the conclusion that such a move would 
probably prove expensive and on the 
whole unsatisfactory to life companies. 

The purchase of amortizable mort- 
gages, either with or without F.H.A. in- 
surance, seems a healthy improvement 
over the old type of non-reducible mort- 
gage loans. But careful scrutiny of basic 
values should be stressed. 


Still Time To Plan 


Events of the last decade and the de- 
velopments of the present war foredoom 
us to state capitalism unless we increase 
our vigilance to save democracy. 

These developments have a significant 
influence on investment opportunities. 
Exigencies of the scarcity of suitable in- 
vestments warrant most serious consider- 
ation to less attractive investment chan- 
nels than the major fields that have al- 
ready been utilized. Possible commit- 
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ments in secondary opportunities, such as 
larger holdings of preferred and guaran- 
teed stocks to the extent practicable, pos- 
sible acquisition in limited amounts of 
the most conservative common stocks, 
development of housing projects and in- 
crease in other real estate operations, 
and exploration of suitable loans to small 
business concerns, are all possibilities of 
debatable value. 


You must choose between the purchase 
of increasingly larger amounts of gov- 
ernments, or to liberalize your invest- 
ment program to include investments 
heretofore regarded as unsuitable to the 
primary investment abjectives of institu- 
tions having fixed dollar obligations. 


Work of trust departments in investment 
review and analysis is discussed by O. L. 
Buhr, vice president, Detroit Trust Co., in 
an article in the April Executives Service 
Bulletin, published by Policyholders Service 
Bureau, Metropolitan Life, N. Y. 





















Comprehensive Fiduciary 
Service in Chicago 


This company—the first to qualify under the General Trust 
Company Act of the State of Illinois—has been continuously active 
in trust administration since 1887. Fifty-four years of experience 
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1—Boston; 2—New York; 3—Philadelphia; 4—Cleveland; 5—Richmond; 6—Atlanta; 7—Chicago; 
St. Louis; 9—Minneapolis; 10—Kansas City; 11—Dallas; 12—San Francisco. Money figures in thou- 
sands; figures in italics mean loss. 
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Fiduciary activities of national banks by Federal Reserve districts as of June 
29, 1940 (from recently issued report of Comptroller of the Currency) 
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Where There’s A Will... 


ENJAMIN Stolberg’s story in a rec- 

cent issue of the Saturday Evening 
Post, in which he shows that wealth in 
the United States is being used to un- 
dermine the capitalistic system which 
produced it, contains revelations of the 
propaganda work of the young “arm- 
chair pinks.” For example, the story 
of the Garland Fund, one of the most 
efficient engines of Communist propa- 
ganda in the United States. Charles 
Garland, who inherited close to a million 
dollars, formed a foundation which 
would aid the propaganda of all left 
wing faiths, one of the earliest benefic- 
iaries being the Daily Worker, official 
communist newspaper in the United 
States, subsidized by the Government of 
Soviet Russia . . . One of the most active 
propagandists for the Soviet Union, re- 
veals Mr. Stolberg, is Corliss Lamont, 
son of J. P. Morgan’s partner. He is 
contributing editor and financial back- 
bone of the publication, “Soviet Russia 
Today.” George Marshall and A. A. 
Heller, wealthy colleagues of Lamont, 
are also contributing editors... 


* * * 


New York State will collect a tax of 
78 cents on the $3,234,248 estate of 
Guillermo de Zaldo, Cuban sugar pro- 
ducer and banker, who died in Havana 
on March 30, 1940, according to the 
appraisal papers filed in New York rec- 
ently. The tax results from the fact 
that Senor de Zaldo, a resident and citi- 
zen of Cuba, had left at the Hotel Plaza 
in New York, a trunk containing cloth- 
ing which was valued at $10... . 


* * * 


The Montclair Trust Company was 
named trustee under the will of Alvin 
Irwin Findley, 
and a director of the Iron Age Publish- 
ing Company of New York. The entire 
residuary estate was placed in trust for 
the benefit of Mrs. Findley during her 
lifetime. Mr. Findley, who spent fifty 
years in the field of journalism before his 
retirement in 1930, was the first presi- 


former editor-in-chief 
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dent of the National Conference of bus- 
iness Paper Editors and a delegate to 
the conference of American and Euro- 
pean steel manufacturers at Brussels, 
Belgium... 


* * * 


New York’s colorful one man bank and 
trust company Alexander H. Alexand- 
roff, popularly known as “Uncle Alex” 
to his hundreds of poor, foreign-born, 
usually illiterate clients, died recently. 
Uncle Alex was more than a banker, 
however. For in addition to bringing 
deposits and wills and deeds to him, they 
also brought their troubles and petty 
grievances—and he could listen to them ° 
and advise them, and now that Uncle 
Alex is dead the people who learned to 
depend upon him so much will have to 
find someone else to write their wills 
and read their letters. Yes, Uncle Alex 
was a trust officer in the strictest sense 
of the word, and if his story is ever 
written it should be required reading for 
every financial adviser, whose job calls 
for the use of those admirable traits of 
human understanding and kindness. 


* * * 


Harry C. Horton, son of the founder 
of the J. M. Horton Ice Cream Company, 
nationally famous name in ice cream 
manufacturing, appointed the City Bank 
Farmers Trust Company of New York 
as executor and trustee of his estate, 
the bulk of which he bequeathed to his 
widow. Mr. Horton, who was very ac- 
tive in philanthropic work, was made 
treasurer of his father’s concern in 1900. 
He served in that position until 1908 and 
five years later became president ... 
The Detroit (Mich.) Trust Company 
was appointed executor of the estate of 
the late Owen Starr Hawes, a leader in 
Michigan’s lumber industry. One of the 
most active and progressive men in the 
industry, Mr. Hawes served as officer 
and director of five lumber companies, 
as well as secretary of a savings and loan 
association ... 
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Armin H. Mittleman, 57 year old law- 
yer, was recently committed to Queens 
(N.Y.) Civil Prison for an indefinite 
period for having ignored a court order 
to account for $448,046 allegedly due the 
estate of the late Sam Bernard, comed- 
ian. Mrs. Betty Crosney, Mr. Bernard’s 
daughter, charged that Mittleman, an 
executor and trustee of the estate, had 
returned only $1,500, whereas her father 
had left an estate of more than $750,000. 
Only $50,000 remains of the life estate, 
the remainder having been lost through 
faulty investments. Records of an ex- 
amination in Surrogate’s Court showed 
that Mittleman admitted to converting 
$175,000 worth of Liberty Bonds to his 
own use... 

* * * 


Nineteen brides in Port Allen, La. 
recently presented their newly taken 
husbands with checks of more than $100 
each—dowries created through a trust 
fund established a century ago by Julien 
Poydras whose story is legend in Louis- 
iana. As a penniless peddler, Poydras 
lost his sweetheart in his youth because 
the girl’s parents were so poor they 
could not provide the dowry required 
under French custom. Poydras later 
became one of the wealthiest and most 
powerful figures in the State, owning six 
plantations and over a thousand slaves. 
When he died he left a trust fund of 
$30,000 for the West Baton Rouge Parish 
brides, interest from investments to be 
divided equally among the brides each 
year. Once there was only one bride and 
she brought the entire dowry to her very 
fortunate bridegroom who, incidentally, 
had four previous wives who had already 
shared in the fund!... 

* * * 


Charles H. Moore, retired chief engin- 
eer of the Erie Railroad, appointed the 
Pennsylvania National Bank and Trust 
Company of Pottsville co-executor of his 
estate. 
went to South America to make a sur- 
vey under a special act of the Ecuadorian 
Congress to ascertain the feasibility of 
building a railroad 310 miles long from 
the head of navigation of the Amazon 
across the eastern range of the Andes. 
Back in this country, he joined the Erie 





About forty years ago Mr. Moore ~ 
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system and served in a number of engin- 
eering capacities on several of their 
lines .... The Plainfield, (N.J.) Trust 
Company qualified as administrator with 
the will annexed of the estate of Charles 
Arthur Reed, former State Senator and 
a practicing lawyer in New Jersey for 
more than fifty years . . . The Chemical 
Bank and Trust Company of New York 
is co-executor and co-trustee of the es- 
tate of another prominent member of the 
bar: the late James Caldwell. Several 
years ago Mr. Caldwell represented the 
leading motion picture companies in liti- 
gation in which the then Attorney Gen- 
eral George W. Wickersham sued for 
dissolution of the alleged motion picture 
ee 
* * * 

A few days after he decided to enlist 
in Uncle Sam’s army, Glenn B. Roberts 
of Denver, Colo. was informed that his 
grandmother had died and left him a 
three ring circus. Roberts has decided 
to stay in the army and leave the man- 
agement of the circus to someone else. 
Either way he’s in for a lot of roaring 
—for if the guns don’t, the lions will... 

Another unusual bequest that recently 
was called to this department’s attention 
was that made by Mrs. Manlove Rea, 
who left five harness race horses and 
$100,000 to Northwestern University, 
Evanston, Ill. The gift is contingent 
upon the university’s agreement to em- 
ploy Mrs. Rea’s chauffeur for ten years 
at a minimum salary of $150 a month 
... Will this mark the entry of a new 
scholastic sport? 

* % * 

Heywood Broun, world-famous news- 
paper columnist, who died in New York 
on Dec. 17, 1939, left an estate of $1,685. 
It is understood that Mr. Broun had 
about $100,000 in life insurance payable 
to his widow and to his son by a former 
marriage, Heywood Hale Broun. . 


The estate of Ogden L. Mills, former 
Secretary of the Treasury, was valued at 
$10,095,812 gross and $8,732,833 net, ac- 
cording to a recent estate tax appraisal 
made in New York. The papers reveal that 
between 1921 and 1937 Mr. Mills gave away 
more than $1,800,000, of which more than 
a million dollars went to his wife and her 
three children by a former marriage. 





Personnel Changes in Trust Institutions 


CONNECTICUT 


Bridgeport—SANFORD STODDARD has 
resigned, effective July 1, as vice president 
and trust officer of the First National 
Bank and Trust Company. At that time he 
will join the law firm of Curtis and Stod- 
dard, of which his son is a member. He 
will be retained by the bank as counsel for 
its trust department. Mr. Stoddard will be 
succeeded by GEORGE MACY WHEELER, 
trust officer who has been associated with 
the trust department since 1931. 

Torrington—JOHN H. BROOKS was re- 
cently elected president of the Brooks 
Bank and Trust Company to succeed his 
father, the late John N. Brooks. He is the 
third member of the Brooks family to head 
the organization of which his grandfather, 
John W. Brooks, was one of the funders. 

GEORGIA 

Savannah—JOSEPH H. HARRISON was 
advanced from assistant trust officer to 
assistant vice president of the Citizens and 
Southern National Bank. Mr. Harrison 
has spent most of his banking career in the 
bank’s’ trust department. 

KANSAS 

Topeka—LUCIEN GRAY was recently 
elected a vice president of the Central Na- 
tional Bank and also vice president and 
secretary of its trust affiliate, Central 
Trust Company. Mr. Gray was formerly 
treasurer of the Cetnral Trust Company. 

MISSISSIPPI 

Jackson—WILLIAM M. MOUNGER, 
vice president and trust officer of the De- 
posit Guaranty Bank and Trust Company, 
has been elected president cf the bank to 
succeed the 
late Major 
George L. Don- 
ald. Mr. Moun- 
ger has spent 
twenty-one 
years in the 
banking field, 
and for the § 
past eight @ 
years has been 
trust officer of 
the bank. He 
was formerly 
with the old 
Merchants 
Bank and 


Trust Com-. W.. M. MOUNGER 


pany, serving the bank ten years first as a 
teller, then as an assistant trust officer and 
later as a trust officer. 


MASSACHUSETTS 


Boston—JOHN P. CHASE, president 
and treasurer of John P. Chase, Inc., in- 
vestment counselors, was recently elected 
a director and member of the trust com- 
mittee of the Second National Bank. 

New Bedford—THOMAS M. GREENE 
was recently elevated from vice president 
to president of the First National Bank, 
succeeding IRVING W. COOK, elevated to 
chairman after serving as president for 22 
years. Mr. Greene had been vice president 
of the bank since 1937 and was formerly 
with the National Shawmut Bank of Bos- 
ton. 


NEW JERSEY 


Hoboken—EDWIN C. RUHL, trust of- 
ficer of the Hoboken Bank for Savings, 
was named also secretary. PETER G. 
VERDICCHIO was advanced from secre- 
tary and trust officer to vice president, 
succeeding the late August Hannibal. 

Trenton — THOMAS HILDT, until re- 
cently a partner in the private banking 
firm of Alexander Brown and Sons, Balti- 
more, was elected president of the Tren- 
ton Trust Company, succeeding MRS. 
MARY G. ROEBLING, who had occupied 
that post for four years. Mrs. Roebling 
was made chairman of the board, a post 
which had been vacant some time. 


NEW YORK 


Syracuse—WILLIAM J. THORNE was 
recently elected vice president in charge 
of the research department of the Syra- 
cuse Trust Company, succeeding Oscar F. 
Soule, retired. Mr. Thorne has been man- 
ager of the Syracuse office of Tucker, An- 
thony and Co., investment bankers. Mr. 
Soule will continue as chairman of the 
bank’s investment committee and member 
of its trust and executive committees. 


PENNSYLVANIA 


Bethlehem—WEIR JEPSON was recent- 
ly advanced from vice president and 
cashier to president of the Bethlehem Na- 
tional Bank, succeeding the late S. L. 
Caum who was president and trust offi- 
cer at the time of his death. FRED T. 
BECKEL was promoted from assistant 
cashier to vice president and cashier, and 
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JULIUS W. DETRIXHE from assistant 
trust officer and assistant cashier to trust 
officer. 

Philadelphia—Four trust men with long 
service records at Fidelity-Philadelphia 
Trust Company have retired. They are: 
NELSON C. DENNEY, vice president; 
LOUIS BUSCHE, trust officer; LINFORD 
EASTBURN, real estate officer, and 
THOMAS STEWART, assistant trust of- 
ficer. 

Pittsburgh—HENRY COOPER, who re- 
cently completed training in tax and estate 
analysis at the Central Hanover Bank and 
Trust Company of New York, was elected 
trust officer of the Peoples-Pittsburgh 
Trust Com- 
pany. 

TEXAS 


Houston—E. 
F. GOSSETT, 
first vice presi- 
dent of the 
South Texas 
Commer- 
cial National 
Bank for the 
past 14 years, 





was. recently 
elected presi- 
dent, succeed- 
ing S. M. Me- 
E. F. GOSSETT Ashan, de- 

ceased. 

——_—_0 
Trust Institution Briefs 

Jacksonville, Fla. — A radio program 


called “Your Florida Legislature Today” 
is being sponsored by the Barnett Na- 
tional Bank and is probably the first radio 
bank advertising ever done in that State. 
The review is based on Associated Press re- 
ports without comment and is being well 
received by business men, bankers and 
families all over Florida. 


Quincy, Ill.—Illinois State Bank of 
Quincy has recently been converted to the 
Illinois National Bank of Quincy. 


New York, N. Y.—Banking quarters in 
Ten Rockefeller Plaza were recently open- 
ed by The New York Trust Company. This 
new office, which will replace the office at 
1 East 57th Street, will provide complete 
banking and trust facilities. Like so many 
other large banks, The New York Trust is 
locating in Radio City so that its facilities 
may be available in the most rapidly ex- 
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panding business center of the city. Plan- 
ning of the three floors of the bank’s new 
office has been directed toward serving a 
growing retail community as well as the 
industrial and commercial firms whose of- 
fices are located uptown. 


Tarrytown, N. Y.—The Washington Irv- 
ing Trust Company has been granted per- 
mission by the State Banking Department 
to operate a branch office in Port Chester 
where the recently absorbed Mutual Trust 
Company was formerly located. It was al- 
so announced that the official staff of the 
absorbed First National Bank and Trust 
Company are all being retained. 


Ponca City, Okla.—The new Mayor of 
this city is F. M. Overstreet, vice president 
and assistant trust officer of the First Na- 
tional Bank. 


Reading, Pa.—The Berks County Trust 
Company, with resources of $25,991,000 
will absorb the Union National Bank of 
Reading, which has total resources of $10,- 
081,000, according to a recent announce- 
ment by Dr. Walter A. Rigg, chairman of 
the Berks County Trust Company. As a 
result of the merger the trust company’s 
capital will be increased from $1,800,000 
to $2,300,000. 


‘0 


Hinshaw Heads Chicago Fiduciaries 


At the recent annual meeting of the 
Corporate Fiduciaries Association of 
Chicago, William W. Hinshaw, Jr., 
(above) sec- 
retary and 
trust officer 
of the City 
N ational 
Bank and 
Trust Com- 
pany of Chic- 





ago, was 
elected Pres- 
ident; Lynn 
Lloyd, vice 
president of 
the Harris 
Trust and 


W. W. HINSHAW, JR. 


Savings 
Bank, was elected Vice President; and 
William P. Wiseman, trust officer of the 
Chicago Title & Trust Company, was 
made Secretary and Treasurer. 












Berry New Head of Reserve 
City Bankers 


Keehn W. Berry, president of the Whit- 
ney National Bank of New Orleans, was re- 
cently elected president of the Association 
of Reserve 
City Bankers 
at its thirtieth 
annual conven- 
tion in Phila- 
delphia. Also 
elected were 
Harris C. Kirk 
of the Ameri- 
can Trust 
Company of 
San Francisco, 
vice president; 

Victor Froter- 

ing, vice presi- 

dent of the 

First National 

Bank and KEEHN W. BERRY 
Trust Company of Minneapolis, treasurer; 
and Joseph J. Schroeder of Chicago, secre- 
tary. 


New directors named were John S. Cole- 
man, president of the Birmingham (Ala.) 
Trust and Savings Company; Harold H. 
Helm, vice president, Chemical Bank and 
Trust Company, New York; William F. 
Kriebel, vice president and cashier, Penn- 
sylvania Company, Philadelphia; and Sid- 
ney Maestre, president, Mississippi Valley 
Trust Company, St. Louis. 


(9) 


Conoly Heads Florida Banker’s 
Trust Committee 


George E. Lewis, incoming president of 
the Florida Bankers Association has named 
Sam S. Conoly, vice president and trust of- 
ficer, Barnett National Bank of Jackson- 
ville, chairman of the Association’s Trust 
Committee, to succeed H. P. Langford, vice 
president and trust officer of the First Na- 
tional Bank at Orlando. Mr. Langford will, 
however, serve on the Committee along with 
the following members: T. H.- Crawford, 
trust officer, Atlantic National Bank, Jack- 
sonville; David B. Alter, Jr., First National 
Bank of Miami; R. W. Cohoe, trust officer, 
Union Trust Company, St. Petersburg; and 
G. W. Reese, president, Citizens and Peo- 
ples National Bank of Pensacola. 


Boggs New Head of Oklahoma 
Trust Companies Group 


W. D. Boggs, assistant trust officer of 
the Liberty National Bank of Oklahoma 
City, was recently elected president of the 
Oklahoma Trust Companies Association for 
the coming year. Richard A. Coleman, as- 
sistant cashier and assistant trust officer 
of the Federal National Bank of Shawnee, 
was named first vice president. Immediate- 
ly preceding elections the trust men joined 
in a round table discussion of trust com- 
pany operations led by Roy M. Huff, trust 
officer, First National Bank and Trust Com- 
pany, Tulsa. 
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Keister Heads Corporate Fiduciaries 
Association 


Clinton L. Keister, vice president of the . 
Dauphin Deposit Trust Company, Harris- 
burg, Pa., was recently elected president of 
Group Five, Corporate Fiduciaries Associa- 
tion. W. C. Beitzel, vice president of the 
Guardian Trust Company of York was elect- 
ed vice president, and Stanley Zimmerman, 
trust officer of the Harrisburg Trust Com- 
pany, secretary-treasurer. 


a 


Mills Heads Mutual Savings 
Bank Ass’n. 


Andrew Mills, Jr., was elected president 
of the National Association of Mutual Sav- 
ings Banks at the close of its 125th anni- 
versary conference in Philadelphia. He is 
president of the Dry Dock Savings Institu- 
tion of New York, the seventh largest sav- 
ings bank in the country. Mr. Mills is the 
third Andrew Mills in his family to become 
president of that bank. Mr. Mills has twice 
been president of the Savings Bank Asso- 
ciation of the State of New York, of which 
his father was a founder and former presi- 
dent. 


—————_-0 


Lindsay Heads Toronto 
Fiduciaries 


G. C. Lindsay, assistant general manager 
of the Toronto General Trusts Corporation, 
is the new president of the Trust Compan- 
ies Association of Ontario. 





In Memoriam 


John T. Creighton 


John T. Creighton, vice president of the 
City Bank Farmers Trust Company of New 
York, one of the City’s top trust men and 
a leader in fiduciary circles throughout the 
country, passed away recently at the age 
of 56. Mr. 

Creighton, a | 
lawyer by pro- | 
fession, boast- | 
ed an impres- 
sive legal rec- 
ord before he 
joined the Na- 
tional City 
Bank in 1921. 
It was while 
practicing law 
with the firm 
of Brown and 
Hay (succes- 
sor to Lin- 
coln’s f ir m) 
in Springfield, JOHN T. CREICHTON 
Ill., his hometown, that he came into con- 
tact with investment banking, estates and 
trusts. From 1919 to 1921 he served as 
Assistant United States Attorney in charge 
of the alien enemy division. During this 
period he reorganized the bureau and di- 
rected the patrol and repatriation of in- 
terned alien enemies. Mr. Creighton was 
chairman of the Corporate Fiduciaries As- 
sociation of New York City in 1938 and 
1939. In 1931, following the death of 
William W. Cook, corporation lawyer, Mr. 
Creighton was named co-executor and co- 
trustee with the trust company to admin- 
ister the estate, the residue of which, esti- 
mated at $11,000,000, was left in trust for 
the University of Michigan Law School. 

a  () 

Walter Frew 


Walter Edwin Frew, chairman of the 
board of the Corn Exchange Bank and Trust 
Company of New York since 1929 and 
former president of the New York Clearing 
House Association, died recently at his home 
in New York City. He was 76 years old. 
Mr. Frew, who rose to be one of New York’s 
most influential bankers and whom James 
Girard, former Ambassador to Germany, 
called one of the “sixty-four men who rule 
the United States,” started his career as an 
office boy in a stock brokerage firm. In 
1911 he succeeded William A. Nash as presi- 
dent of the Corn Exchange Bank, a post he 
held until 1929 when he became chairman. 
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A. I. B. To Meet In San Francisco 


Arrangements for the 39th annual meet- 
ing of the American Institute of Banking, 
to be held June 2-6 at the St. Francis Hotel, 
San Francisco, Cal., are nearing completion. 
Informality will be the keynote of the Con- 
vention as departmental and institute con- 
ferences will be conducted along the lines 
of open, informal discussions. The confer- 
ence on Trust Business will be held Tues- 
day afternoon, June 3. “Trust and Custo- 
dian Investments” will be the subject of a 
round table discussion in the Investments 
and Investment Banking departmental con- 
ference. 


a 


Savings & Loan Ass’ns. Lead 
Mortgage Lenders 


Savings and loan associations, the largest 
home mortgage lending group in the na- 
tion, did one-third of the mortgage lending 
in March. By all types of lenders, urban 
home mortgage recordings up to $20,000 
each in value in March were as follows: 

Number Amount 
Savings and Loan 

Associations 
Insurance Companies _ 
Banks and Trust 

Companies 
Mutual Savings Banks 
Individuals 
Other Mortgagees 


$113,574,000 

5,651 27,842,000 
86,178,000 
14,016,000 
59,646,000 
47,624,000 
348,880,000 


OQ 
Defense Production 


Report on first quarter operations of Gen- 
eral Motors Corporation reveals that special 
defense material delivered to the United 
States, British and Canadian Governments 
amounted to approximately $49,285,000, or 
7.6% of the total sales volume of the cor- 
poration in the period. The sales value of 
materials produced and delivered last year 
—principally involving the first quarter of 
that year—and through the first quarter of 
this year, on account of the program of 
national defense, was $108,932,000. By far 
the greater number of projects assumed by 
the Corporation, in relation to the national 
defense program, involves special plants 
and equipment. The production stage for 
many items has not yet been reached and 
will not be, to a substantial degree, until 
well into the third quarter. 





New Books 


The International Gold Standard Reinterpreted 1914-1934 


by WILLIAM ADAMS BROWN, JR. Vol. I and 
II. New York: National Bureau of Economic Re- 


search, 1940. 1420 Pp. 


$12.00. 


Reviewed by Anthony Basch, Brown University 


HESE two volumes, containing the his- 
tory of the international gold stand- 
ard’s operation since 1914, rank certainly 
among the most valuable contributions to 
recent literature on monetary problems. The 
work is not only a history, indeed a rein- 
terpretation of the international gold 
standard, but is at the same time a critical 
analysis of all the monetary problems en- 
countered in national and _ international 
economic development. 


The author has made excellent use of the 
inductive method. Valuable results, of 
course, can be achieved only when the docu- 
mentation is, as here, extremely large. In 
addition to all the available published 
sources, Professor Brown has used many 
unpublished reports and the content of his 
numerous interviews in Europe and else- 
where. The documentation so collected will 
be extremely useful to any student of post- 
war monetary problems. 


The book is divided into four parts: 
Breakdown, 1914-1918; Restoration, 1919- 
1925; Experimentation, 1925-1931; and Dis- 
integration, 1931-1934. The author’s prin- 
cipal task was to analyze the international 
gold standard before the war and then the 
attempts to restore it or to establish an- 
other after the war. He shows clearly how 
the pre-war standard was based on sterling 
and the whole world monetary organization 
closely connected with the high degree of 
centralization of the world credit system 
in London and with the strength of Great 
Britain’s position in world trade, and that 
to a large extent the structure was support- 
ed by Britain’s position as the world’s great- 
est creditor. As he points out in the second 
volume, the technical organization of the 
London market was also one of the principal 
elements of this system. 

* * * 


It is useful to emphasize that British for- 
eign trade policy, which was shaped by the 
needs of a creditor position, was another 
of the factors making the operation of the 


whole system possible and efficient. The 
book shows the unfortunate effect on any 
kind of international monetary system of 
the fact that leading creditor nations after 
the war did not adjust to their position as 
lenders or accept the responsibilities in- 
volved in it. (There was no way in which 
the U. S. could escape the economic adjust- 
ments inherent in a sudden change from 
debtor to creditor status.) 


The author acutely observes that attempts 
had been made to preserve the appearance * 
of the gold standard in England even dur- 
ing the war, so that it was “the almost uni- 
versal feeling that the gold standard still 
existed in Great Britain.” The pre-war 
monetary structure, however, had been de- 
stroyed. In this field, as in many others, 
the post-war task was at first regarded as 
that of returning to normal, and only later 
was it recognized that the fundamental 
problem was “to adjust a changed institu- 
tional financial structure to a changed 
economic environment.” Monetary stabili- 
zation by a return to the gold standard was 
considered a technical problem, and not a 
general one whose successful solution de- 
pended on the settlement of a number of 
other important questions. Here is the only 
explanation of the fact that, in the period 
of experimentation, a merely formal, legal 
stabilization was mistaken for a real stabil- 
ization through the establishment of a new 
international gold standard. 

* * * 

The book demonstrates the extent to 
which the many mistakes in this period 
were due to inadequate knowledge of mone- 
tary problems and also to the emphasis on 
national prestige. This lack of knowledge, 
compelling reliance on the old routine, to- 
gether with the common tendency to avoid 
solution of all the real international political 
or economic problems, was, then, responsi- 
ble for delay and inaction, or for going the 
way of least resistance. These were charac- 
teristic of the work on the transfer problem 
of German reparations and interallied debts, 
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foreign trude policy, public finance, social 
problems, and so forth. No genuine effort 
was made to achieve a new equilibrium of 
the world economy. 

Whenever the attempt was made to reach 
a general settlement, the question of prior- 
ity among the political, economic, and 
monetary questions arose. The majority of 
monetary experts were of the opinion that 
monetary consolidation required previous 
settlement of the more important political 
and economic questions. (Some, however, 
believing in the orthodox gold standard, ask- 
ed for immediate monetary action as the 
basis of a general consolidation.) Although 
the author does not answer this point di- 
rectly, he seems to consider political and 
economic consolidation a prerequisite to 
the establishment of an international gold 
standard. 

The monetary problem after sterling’s 
return to gold was that “of replacement of 
an international gold standard dominated 
by a single center by a system of a group 
of central countries,” and of how “to oper- 
ate it with a decentralized financial system 
in an unbalanced economy.” Coordinated 
work of the world’s financial centers was 
necessary in organizing a gold standard 
system even more international than the 
pre-war sterling standard. In this connec- 
tion, the situations in the British, Amer- 
ican, and French money markets are thor- 
oughly analyzed. The analysis and docu- 
mentation, especially that dealing with the 
American and British markets, are equiva- 
lent to a real monograph. There is an im- 
partial examination of the extent to which 
the New York market was prepared, tech- 
nically, economically, and psychologically, 
to take over London’s leading role. The 
author explains why New York did not be- 
come the new center in spite of the fact that 
“the American economy in 1924 was in a 
position to respond vigorously to any con- 
structive solution of the post-war stabiliza- 
tion problem.” 

: oo 


There is a detailed description of how the 
various markets tried to adjust themselves 
to the new structure. I wish I could deal 


more in extenso with some of these ques- 
tions—credit control, the organization and 
operation of short and long term foreign 
credit, the cheap money policy, and so forth. 
The German, Japanese, and South American 
situations are also made the objects of 
careful examination and research. 


Some 
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revealing conclusions are drawn—one, for 
example, about the connection between In- 
dia’s gold demand and the British monetary 
situation. The book deals also with the 
smaller European countries, especially in 
connection with the gold exchange stand- 
ard. The author, however, obviously spent 
more time with the main money markets, 
which may explain the fact that the com- 
plexity of the gold exchange standard as 
an attempt at cooperation is not analyzed 
in more detail. The various aspects of this 
problem, in the period of experimentation, 
and its connection with international credit 
expansion and the following crisis, were 
particularly apparent in the debtor coun- 
tries; these, not being central countries, are 
not the principal concern of the book. 

The cooperative international gold stand- 
ard faced “the conflict between the general 
international and the particular interest.” 
This was the problem of coordinating the 
orthodox gold standard policy of France, 
the flexible internationally-minded British 
gold standard policy, and American policy 
with its continental background and the 
“conflicts between its international responsi- 
bilities and the pressing requirements of 
situations of mainly domestic origin.” Amer- 
ican decisions were influenced also by bus- 
iness cycle policy, and bore already the 
marks of economic planning. A further 
difficulty was that the technical weakness 
of the American market and the structural 
weakness of the London market could not be 
brought to a harmonious balance. In spite 
of the efforts made by leading men, coor- 
dination was never achieved. 

After the outbreak of a world crisis on 
a much lower level in 1927 had been avoid- 
ed, it was not possible to attain a sufficient 
degree of cooperation to prevent the fatal 
world financial crisis in 1931 and the break- 
down of the post-war gold standard, which 
was still operating without a real focal 
point. Internal conditions were unstable, 
and “the genuinely balanced interchange 
of goods and permanently invested funds 
among the nations” was lost. 


* * 


The last volume deals with the period 
between 1931 and 1934, during which fur- 
ther efforts were made to reestablish some 
cooperative international monetary organ- 
ization. But in a time when “carrying for- 
ward unsolved economic problems” had be- 
come customary, it was not possible to iso- 
late one field for real international cooper- 








ation, although the monetary field offered 
more promise than most of the others. 

The author’s question with respect to 
foreign exchange rate competition after 
1931 is: which is the sovereign country; 
and he answers that no one country is sole 
determinant of its foreign exchange rate 
in relation to other countries. “It is never 
true that a country can completely deter- 
mine the level and the internal structure 
of its system of prices without reference to 
foreign countries as long as it maintains 
international relations.” The problem of 
sovereignty has, I believe, another aspect, 
which is the relation of financial policy to 
the whole economy. The history of various 
post-war deflations and the failure of price 
readjustments demonstrated clearly that 
monetary technique did not dominate eco- 
nomic and social life. 


The basic monetary philosophy of the 
book is a belief in an integrated monetary 
theory, as opposed to the abstract and iso- 
lated consideration of money. No sound 
monetary organization seems permanent, or 
even possible without the accompaniment 
of sound conditions in the economic, finan- 
cial, and even political spheres. I would be 
interested in knowing the author’s opinion 
on the following point: if the leading coun- 
tries had followed the rules of the classical 
gold standard, how and to what extent 
would it have favorably affected develop- 
ment of the necessary economic, financial, 
and political conditions? 


It is a great privilege, when a new re- 
construction is of vital importance, to have 
this profound historical and critical anal- 
ysis which demonstrates the principal past 
mistakes and failures and the reasons for 
them, and destroys various illusions in the 
monetary field. We shall hope that this 
time the responsible statesmen will be more 
concerned with the real nature of their 
task, and, respecting expert opinion, will 
find courage to attempt solution of the 
basic problems. 


ee 


Money and Banking 


EUGENE E. AGGER 
American Institute of Banking Section, American 
Bankers Association, New York. 548 pp. 


It seems to. this reviewer very much to 
the credit of the American Bankers Asso- 
ciation that it has been able, at this critical 
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time, with so many highly controversial 
questions being so hotly debated, and with 
so much reason to feel alarm at the course 
of government banking policy, to present 
to the world a text as calm in tone, as in- 
formative and clear, and on the whole as 
dispassionate, as the new volume offers. It 
cannot have been an easy job either to 
write or to sponsor. 

Dr. Agger’s economics, naturally, are or- 
thodox in so far as there is any orthodoxy 
left in this field today. But only the ex- 
treme left-wingers are likely to find any 
serious ground of dispute with his chapters 
on money, value and credit. His historical 
treatment of the development of monetary 
systems, of monetary standards, and of 
governmental control of money, is straight- 
forward and factual. It is probably the 
greatest success of this book that its author 
did not permit himself in the slightest de- 
gree to be persuaded, by the fact that his 
employer is the association which acts as 
spokesman for private enterprise in bank- 
ing, that he had any call to indoctrinate his 
students, or do anything else than inform 
them. 
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When he came to “Government and Bank- 
ing,” he arrived, naturally, at more difficult 
ground; but even here, by sticking to the 
facts as to how American banking and 
American governmental control actually 
work, with very little speculation as to 
why they are as they are, he has succeeded 
in giving pretty close to a maximum of 
light with a minimum of heat. The book 
should serve excellently the educational 
purpose for which it was intended. 


——_———_—_o—__—_—__ 


The Economics of War 


HORST MENDERSHAUSEN 


Prentice-Hall, Inc., New York. $2.75. 


314 pp. 


This is, within its limitations, so good a 
book that it is probably poor sportsmanship 
(as well as being rather futile) to wish 
that it could have been a better one. Pro- 
fessor Mendershausen has been true to his 
racial traditions in the care and thorough- 
ness of his scholarship and the conscientious 
accuracy with which he has worked out his 
conclusions. But he has also, perhaps, un- 
fortunately been true to the Teutonic genius 
in the rather pedestrian character of his 
total conception. 


It was a Frenchman, not a German, who 
said that in war the moral outweighs the 
material in the ratio of ten to one. It still 
remains to be seen whether that is more 
than the most striking illustration of the 
fundamental difference between the French 
and the Germans .. . whether, that is, the 
Frenchman was and still is correct or 
whether such enormous resources, not mere- 
ly in materials, but in material skills, as 
the German genius can muster, actually can 
overwhelm those factors we _ consider 
“moral.” 


Not unfairly, then, this book can be de- 
scribed as a typical Teutonic treatise. On 
the purely material side, here is a clear, 
admirably organized presentation of just 
what the title calls for: “The Economics of 
War.” Here is an illuminating discussion 
of the problems of man-power, of material 
resources and their diversion and adapta- 
tion to war purposes, and even of the social 
costs—on the material side—of the entire 
vast operation. Even on this limited foot- 
ing, it is a story to shudder at; but shud- 
dering doesn’t help much. 


* * * 
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Booklet Shelf 


How to Avoid Inflation Losses—Reprint 
of an address by Walter Earl Spahr, Pro- 
fessor of Economics, New York University, 
before the New York City Control of the 
Controllers Institute of America. The 
study discusses the problem of inflation con- 
trol under the following headings: The 
basis of a sound Government program; the 
matter of the debt limit; what about infla- 
tion?; the question of price fixing; the gold 
problem; and, the armament program—an 
opening for the Trojan Horse of collec- 
tivism. 






Will Making—Booklet issued by the State 
Street Trust Company of Boston, designed 
to help the prospective client in formulating 
or reviewing his plans preparatory to con- 
sultation with his lawyer. An interesting 
feature is a series of charts, which, when 
filled out, present a complete, systematic 
picture of the prospect’s estate and his wish- 
es for its disposition. 


Oil Industry—Latest Monthly Market 
Letter discusses the changing trend in earn- 
ings of the American petroleum industry, 
rising prices and the steady liquidation of 
depressing excesses. It predicts the best 
earnings since 1937, discussing the oil in- 
dustries’ exemption from excess profits tax- 
es and the expanding market for petroleum 
products. A table containing vital statis- 
tics concerning nineteen of the largest com- 
panies in the industry is also included. 


Minimizing Taxes—This latest quarterly 
tax letter ,published by Lowe and Wright, 
Tax Consultants, is available for exclusive 
distribution by banks and trust companies 
in their respective communities. It dis- 
cusses important changes in the taxation of 
life insurance and cites two recent Supreme 
Court decisions and a United States Treas- 
ury ruling relative to these changes. 


Planned Estates—Alfred M. Lind has 
drawn up a booklet which provides the life 
insurance agent with a simple medium for 
getting attention, controlling an interview 
and outlining the prospect’s financial plans. 
It is in the form of a chart which is avail- 
able along with a printed guide. 


These booklets are offered without charge or obliga- 
tion. 


Write to Trusts and Estates for those desired. 
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FIDUCIARY 


LAW. 


Current Legislation Affecting Fiduciaries 
Outline of Recently Enacted State Laws 


Delaware 


S. B. 69: Upon sale, call or exchange 
of any security acquired at a price in 
excess of face value, the gain or loss 
shall, unless provided otherwise in trust 
instrument, go to principal, provided that 
such portion of any gain as does not 
exceed amounts which may have been 
charged against income for amortiza- 
tion shall be credited to income, and 
provided that the discount on non-inter- 
est-bearing obligations purchased on a 
discount basis shall be income. 

S. B. 131: Makes substantial changes 
in “legal list,” chiefly by adding the pre- 
ferred and common stocks of industrial 
corporations meeting defined require- 
ments, and the common stocks of certain 
New York City banks, and by lowering 
the ratio of earnings to fixed charges of 
railroad and public utility corporations 
in whose bonds fiduciaries may invest. 


Iowa 


H. B. 155: Raises from 50% to 60% 
of appraised value of real estate the 
amount which may be loaned by trus- 
tees, provided the mortgage is for not 
more than ten years and is amortized to 
the extent of at least 40% within ten 
years. 


H. B. 65: Authorizes investment in 
savings and loan association shares. 


S. B. 35: Requires executor or admin- 
istrator to give security before real 


See prior report in April issue, page 433. 
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estate may be sold or mortgaged to meet 
estate obligations. 


Kansas 


S. B. 256: Upon admission to probate 
of foreign proved will, court shall deter- 
mine whether administration in Kansas 
is necessary. 


Minnesota 


Ch. 298: Raises from $5,000 to $25,- 
000 the maximum extent to which a 
trust may participate in a common trust 
fund. Adds “Funds so commingled for 
investment shall be designated collec- 
tively as a common trust fund.” 


New Hampshire 


H. B. 69: Authorizes guardians of 
minors to invest in life, endowment and 
annuity contracts of life insurance com- 
panies authorized to do business in the 
State, with consent of probate judge. 

S. B. 34: Permits registration in 
name of nominee of securities held by 
corporate fiduciaries, with consent of any 
co-fiduciary, provided records of fiduc- 
iary show ownership of securities, and 
that nominee shall not have access there- 
to except under supervision of fiduciary. 

H. B. 155: Forecloses rights of cred- 
itors against real estate of a decedent 
upon whose estate no administration 
shall have been granted within two years 
of his death. 


New Mexico 


Ch. 23: Reduces commissions of exec- 
utors and administrators on that part of 
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estate consisting of “cash, including 
checking accounts, time deposits, certif- 
icates of deposit, savings accounts, postal 
savings certificates, and all United States 
Government bonds.” 


New York 


Ch. 280: Authorizes tax commission 
to compromise estate tax claims where 
another State contends decedent was 
domiciled there, and empowers executors 
to enter into the agreement. 

Ch. 267: Relieves trust companies 
from paying interest on uninvested funds 
payment of which is prohibited under 
any government order. 

Ch. 425: Dividends payable to secured 
creditors in insolvent estates shall be 
computed only upon difference between 
face amount of claim and value of secur- 
ity, unless creditor surrenders security 
to the fiduciary. 

Ch. 744: Exempts transfers from 
stock transfer tax if it is shown to tax 
commission that value of stocks is not 
greater than the tax that would other- 
wise be imposed. 

Ch. 321: Makes several changes in 
general jurisdiction of surrogate’s court. 


Ch. 782: Extends mortgage morator- 
ium until July 1, 1943, but requires pay- 
ment of 1% of principal beginning July 
1, 1942, payable on October 1, 1942 and 
quarterly thereafter. 

Ch. 806: Makes executors and trus- 
tees representative of the legatees and 
beneficiaries, respectively, as necessary 
parties defendant in an action for fore- 
closure. 

Ch. 313: Authorizes tax commission 
to provide for delivery or transfer of 
securities, deposits or other assets of a 
decedent’s estate in a joint account. 

Ch. 352: Authorizes investment in 
housing bonds. 


North Carolina 


H. B. 163: Clarifies law with respect 
to fiduciary’s commissions on property 
delivered in kind, allowing commissions 
heretofore allowed by law on all estates. 

H. B. 214: Banks need not pay inter- 
est on uninvested trust funds deposited 
in the commercial department by the 
trust department, provided the latter 
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receives from the former certain collat- 
eral. 

Ch. 50: Exempts intangibles of non- 
resident decedents from inheritance tax. 


North Dakota 


S. B. 140: Provides for sale by exec- 
utor, administrator or guardian, with 
approval of court, of oil, gas or mining 
interests in the estate. 


Oregon 


Ch. 416: Relates to sale of decedent’s 
property, in general and in estates of less 
than $500. 

Ch. 1386: Females as well as males 


must now be twenty-one years of age in 
order to execute a valid will. 


South Dakota 


S. B. 49: Authorizes investment in 
State building and loan associations and 
Federal savings and loan associations. 


Tennessee 


L. 1939, ch. 175, as amended: All 
uncontested and finally adjudged con- 
tested claims must be paid within ninety 
days after expiration of thirteen months 
after notice to creditors. 


Washington 


Ch. 206: Neither bond nor appoint- 
ment of guardian is necessary when dis- 
tribution of less than $100 is ordered to 
a minor. Sum is to be paid to clerk of 
court. 

ee © os 


Pending Bills 

Measures embodying three of the most 
important and desired “reforms” in trust 
law are at this writing pending in Cali- 
fornia, Oklahoma, and Pennsylvania. 

In California, S.B. 256, sponsored by the 
local Trust Division, presents a modified 
version of the Uniform Principal and In- 
come Act. 

In Oklahoma, a trust code has passed both 
houses, and at the last report was in the 
hands of the Governor, who had promised 
to sign it. 

In Pennsylvania, a bill looking to the 
adoption of the Massachusetts Rule for 
trust investment has met with considerable 
opposition and likely will not be passed 
at this session. 








Articles and Comments on Recent Decisions 


Federal Gift Tax—Exemptions in Case 
of Gift in Trust for Benefit of More Than 
One Person (Helvering v. Hutchings, U. S.) 
Minnesota Law Review, May. 

Trusts—Investments—Duty of Trustee to 
Diversify (In re Saeger’s Estate, Pa.)— 
Ibid. 

Wills—Issue Devisavit Vel Non—Sub- 
stantial Dispute—Forgery (Rosenthal Es- 
tate, Pa.)—Temple University Law Quar- 
terly, April. 

Perpetuities—Future Interests in Chattel 
Property—Questionable Exception in Favor 
of Charitable Bequest (Redmond v. N. J. 
Historical Soc., N. J.)—Georgetown Law 
Journal, April. 

Taxation—Gifts—Size of Block Held 
Relevant Factor in Determining Value of 
Stock (Page v. Howell, C.C.A. 5)—Harvard 
Law Review, May. 

Successful Contention of Testamentary 
Incapacity Held Not to Prevent Subsequent 
Inconsistent Position where No Mutuality 
of Parties Exists (Matter of Smith, N. Y.) 
—Ibid. 

Testator’s Direction to Deduct Advances 
Found in Account Book at His Death Con- 
strued to Mean Excess of Entries over 
Credits (Matter of Clendenin, N. Y.)— 
Ibid. 

Taxation—Omission of Income from Op- 
tional Valuation of Gross Estate (Maass v. 
Higgins, U. S.)—University of Pennsyl- 
vania Law Review, May. 

Transfer as Subject to Gift Tax where 
Income May be Paid to Donor (Herzog v. 
Commr., C.C.A. 2)—Ibid. 

Devolution of Subject of General Power 
of Appointment Where Exercise of Power 
is Ineffective (Old Colony Trust Co. v. 
Allen, Mass.)—Boston University Law Re- 
view, April. 

Wills—Powers of Appointment—Illusory 
Appointments—Pretermitted Children—In- 
heritance Tax Statutes (Commonwealth v. 
Fidelity & Columbia Trust Co., Ky.)—Ibid. 

Gift Tax—Valuation of Single Premium 
Life Insurance Policies (Guggenheim v. 
Rasquin, U. S.)—Texas Law Review, April. 

Right of Readopted Child to Inherit from 
his First Adoptive Parents (In re Talley’s 
Estate, Okla.) — Notre Dame Lawyer, 
March. 

Wills — Class Gifts — Determination of 
Members of Class (Dawson v. Christopher, 
W. Va.)—W. Va. Law Quarterly, April. 


Mutual Wills of Husband and Wife—In- 
tent of Survivor (In re Werkman’s Will, W. 
Va.)—Ibid. 

Letters of Administration on Estate of 
a Living Person (Matter of Clemens, N. Y.) 
—Columbia Law Review, April. 

Federal Income Tax—Capital Gain of 
Trust for Charity Deductible Despite Re- 
mote Possibility of Diversion to Non-Char- 
itable Use (Commr. v. The Bonfils Trust, 
C. C. A. 10)—Ibid. 

Trusts—Implication from General Plan 
—Power of Trustees to Construe Instru- 
rnent (Taylor v. McClave, N. J.)—Ibid. 

Legal Life Tenant Subject to Jurisdiction 
of Surrogate (N. Y. Legislation)—Cornell 
Law Quarterly, April. 

Future Interests—New York Powers in 
Trust to Apply Income During a Minority 
after Two Lives (In re Eveland’s Will, N. 
Y.)—Ibid. 
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Symposium on Death Taxes 


The March 1941 issue of the Iowa Law 
Review is devoted exclusively to a sym- 
posium on state inheritance and estate tax- 
ation. The Table of Contents shows the 
following list of contributions: 


Foreword—Roswell Magill 

Development of American Death Taxes— 
Eugene E. Oakes 

State Gift Taxes—The Relation to Death 
Taxes—Henry Brandis, Jr. 

Taxation of Transfers Taking Effect in 
Possession at Grantor’s Death—Henry 
Rottschaefer 

State Death Taxes and Powers of Appoint- 
ment—John F .Thompson 

Life Insurance Proceeds in State Inherit- 
ance and Estate Taxation—Charles B. 
Nutting 

Deductions, Exemptions, and Credits in 
State Inheritance and Estate Taxation— 
Ralph R. Neuhoff 

The Administration of State Death Taxes— 
Walter W. Heller and C. Lowell Harriss 

Valuation of Corporate Stock for Inher- 
itance and Estate Taxation 

Reciprocity in Nondomiciliary Inheritance 
Taxation of Intangibles 

Iowa Inheritance Tax Procedure 


A permanent place in the library ought 
to be reserved for this 274 page volume. 
The Review is published at Iowa City, and 
this number costs $1.50. 
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Digests of the current decisions affecting fiduciaries, published in the follow- 
ing pages, were selected and reported by these attorneys, for their respective 


jurisdictions: 


CALIFORNIA: Walter L. Nossaman—tTrust Counsel, Security-First National Bank of 


Los Angeles 


KENTUCKY: Squire R. Ogden—Ogden, Galphin, Tarrant & Street, Louisville 
MINNESOTA: James E. Dorsey—Fletcher, Dorsey, Barker, Colman & Barber, Minne- 


apolis 


MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn. 
NEBRASKA: Frank D. Williams—Hall, Cline & Williams, Lincoln. 
NEW JERSEY: Samuel J. Foosaner—Counsellor-at-law, Newark 
NEW YORK: Joseph Trachtman—Attorney-at-law, New York City 
OHIO: R. P. Biechele—Attorney, The Cleveland Trust Company, Cleveland 
ONTARIO: T. D’Arcy Leonard, K.C.—Leonard & Leonard, Toronto 
TENNESSEE: Charles C. Trabue, Jr.—Trabue, Hume, Davis & Gale, Nashville 
WASHINGTON: Charles T. Donworth—Donworth, Paul & Donworth, Seattle 
WISCONSIN: Ralph M. Hoyt—Shea & Hoyt, Milwaukee 
FEDERAL TAXATION: Frederick L. Pearce—Morris, KixMiller & Baar, Wash- 


ington, D. C. 


The complete roster of editors appears in June and December. 


Accounting—Necessary Parties—Va- 
lidity of Provisions Permitting Ap- 
proval of Account by Settlor Exclu- 
sively 


New York—Supreme Court, N. Y. Co. 


Matter of Central Hanover Bank @ Trust Co. 
(Momand, etc.), N. Y. L. J., April 17, 1941. 


The Trustee applied for a construction 
of the deed of trust to determine to whom 
the Trustee was accountable. The Settlor 
reserved the entire income during her life 
with remainder to her issue her surviving, 
in default of issue to her appointees by 
will, and in default of appointment, to her 
sisters and the issue of deceased sisters. 
The trust instrument directed the Trustee 
to send the Settlor full statements of ac- 
count at least semi-annually; and provided 
further that no party other than the Settlor 
should during her life have any right to an 
accounting, to be consulted, or to have any 
interest. The guardian for infant re- 
maindermen contended that the provisions 
relieving the Trustee from accountability 
to remaindermen was contrary to public 
policy and void because the remaindermen 
possessed the basic and fundamental right 
to have the Trustee account to them for 
its administration of the trust. 

HELD: The Settlor was exclusively en- 


titled to have an accounting and only she 
could file objections to acts of the Trustee 
performed during her lifetime. The Court 
distinguished the cases dealing with testa- 
mentary trusts on the ground that (apart 
from N. Y. Dec. Est. Law, §125,) in the 
case of an inter vivos trust the Settlor 
could reserve to himself the power to re- 
voke without the consent of remainder- 
men. Since the remaindermen were re- 
cipients of a gift and had no right to de- 
mand that any gift be made at all, they 
may not control the action of the Settlor 
with respect to exonerating the Trustee 
for transactions during the Settlor’s life, 
or in limiting the number of persons au- 
thorized to object to the acts of the Trus- 
tee. 

It is submitted that the reasoning of the 
Court is equally applicable in the case of 
testamentary trusts, notwithstanding the 
provisions of Dec. Est. Law, §125, if: it 
is made clear that someone may subject 
the trustee to an accounting, and give or 
withhold approval of such accounting; that 
no general immunity to the trustee is in- 
tended; that the rights of the testamen- 
tary beneficiaries are subject to such pro- 
visions; and that the trustee or the parties 
empowered to approve the account may 
have a judicial settlement, if desired. 





Charitable Trusts—Abandonment of 
Project—Cy Pres Doctrine—General 
Charitable Purpose Necessary 


Wisconsin—Supreme Court 


Nelson v. Madison Lutheran Hospital & Sanator- 
ium, 297 N. W. 424 (Decided April 15, 1941). 


Plaintiffs alleged that they had sub- 
scribed certain sums toward the erection 
of a Lutheran hospital by the defendant, 
and that they had paid their subscriptions 
in full; that the subscriptions had been 
made on the express condition that an ad- 
ditional $100,000 would be subscribed by 
others and would be paid in within six 
years; that the six years had elapsed, and 
the defendant had failed to raise the nec- 
essary money, and the hospital project had 
been completely abandoned; and that the 
plaintiffs were entitled to the return of 
their money. The defendant demurred to 
the complaints on the ground that although 
the condition expressed in the subscription 
had not been performed, there was no pro- 
vision therein for a reverter, and the de- 
fendant was entitled to retain the funds 
and devote them to other charitable uses 
under the cy pres doctrine. 


HELD: The cy pres doctrine, which per- 
mits a change in the use of a charitable 
trust fund if the specific purpose desig- 
nated has become impracticable, applies 
only where a general charitable purpose 
can be found in the terms of the gift. The 
doctrine has no application where, as here, 
the gift is expressly limited to the con- 
struction of a specific hospital, and the 
project has been abandoned. Therefore, 
the fund must be returned to the donors. 
The lack of a provision for reverter does 
not preven: such return, because in the ab- 
sence of a general charitable purpose, the 
abandonment of the project gives rise to 
a resulting trust in favor of the donors, 
without regard to the presence or absence 
of a reverter clause. 


0 


Corporate Trusts—Trustee—Approv- 
al of Reorganization Plan In Absence 
of Power to Sell 


Nebraska—Supreme Court 


Ricketts v. Lincoln Safe Deposit Company, 297 
N. W. 544 (April 9, 1941). 


A mortgage securing bonds did not ex- 
pressly provide for a sale by the trustee 
after acquiring title to the foreclosed prop- 
erty. Ninety per cent of the bondholders 
agreed on a plan of re-organization, and 
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application to the equity court was made 
by the trustee for approval of the plan. 

HELD: A court of equity may approve 
a reorganization plan if fair and equitable 
to all bondholders who do not desire to 
enter into the plan. 


0 


Distribution — Acceleration of Re- 
mainders Where Widow Elects Statu- 
tory Share 


Nebraska—Supreme Court 
In re Stieber’s Estate, 296 N. W. 336 (February 
7, 1941). 


Will gave to the widow a life estate in 
one-third of the estate; remainder to her 
children; remaining two-thirds to brothers 
and sisters. Widow elected to take her 
statutory share. 

HELD: As the election of the widow 
thereby diminished the beneficial interests 
of the remaindermen, their rights under 
the will would be accelerated. 


0 


Distribution—Effect of Failure of 
Consideration for Antenuptial Agree- 
ment — Spouse’s Statutory Rights 


Tennessee—Supreme Court 
McAdams v. McAdams, 146 S. W. 


In 1926 W. G. McAdams married Jane 
Dowdy. They entered into a marriage set- 
tlement by the terms of which the wife 
agreed that if Mr. McAdams predeceased 
her she relinquished “all and every inter- 
est in his estate that she may or would be 
entitled to in consequence of said marriage.” 
She expressly released her rights of dower 
and homestead. On the other hand, Mr. 
McAdams agreed to assign to her two life 
insurance policies on the life of one Ridley, 
which had been assigned to him. McAdams 
never assigned these policies to his wife, 
and in 1928 cashed them out (they having 
become paid-up policies). 

McAdams died in 1936, and this suit was 
filed to determine his wife’s rights. 

HELD: (1) Mrs. McAdams knew when 
Mr. McAdams cashed out the life insurance 
policies which he had agreed to assign to 
her, but there was nothing in the record to 
indicate that she intended to relinquish her 
rights in the proceeds of the policies. Un- 
der the terms and provisions of the Mar- 
ried Women’s Emancipation Act, therefore, 
her action did not amount to a gift of such 


(2), 140. 
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funds to her husband but rather entrusting 
thereof to him as her agent or manager. 
She was therefore entitled to recover the 
amount of the cash surrender value of the 
policies, plus interest thereon from the date 
when the policies were cashed. 

(2) The wife was also entitled to have 
her year’s support allocated to her, since 
this was not expressly excluded. The court 
said: 


“Like dower and hcmestead, exemptions and 
year’s support are not regarded as part of a de- 
cedent’s estate ... A marriage contract expressly 
excluding the wife’s right to dower and home- 
stead would doubtless have excluded her right to 
the exemptions and year’s support, had such a 
purpose been intended.”’ 


0 


Distribution—Meaning of ‘Next of 
Kin” 
Minnesota—-Supreme Court 
Cass v. Goembel, 297 N. W. 114 (March 28, 1941). 


Suit to determine adverse claims to 
land: An individual died testate, leaving 
him surviving four daughters and an un- 
married son. By his will he devised the 
land in question to the son for life, with 
remainder in fee simple to the son’s sur- 
viving children, and “should there be no 
children him surviving, I then give the 
same in fee simple, share and share alike, 
to his next of kin.” The son later died, 
leaving no issue or parents surviving him. 
One of his said four sisters had predeceas- 
ed him. The controversy is between the 
children of the deceased sister and the 
three surviving sisters. The trial court 
held, following the English rule, that the 
words “next of kin’ meant nearest of kin, 
and concluded that the children of the de- 
ceased sister had no interest in the prop- 
erty. The children contended that the 
words meant those who would inherit un- 
der the intestacy statute. 

On appeal, the Supreme Court followed 
the rule of New York Life Ins. & Tr. Co. 
v. Winthrop, 237 N. Y. 93, 142 N. E. 431, 
and reversed the judgment. The court 
recognized that there was respectable au- 
thority following the English rule, but re- 
garded the New York rule as “the more 
logical and just.” 


0 
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Expenses—Personal Liability of Exe- 
cutor on Contracts 


California—District Court of Appeal 
Moss v. Boyle, 44 A. C. A. 450, 44 Cal. App. 2d 
—— (Apr. 23, 1941). 


Defendant executors employed plaintiffs 
to render services in connection with ac- 
counting and tax problems of the estate. In 
this action against the executors, apparent- 
ly both in their individual and in their re- 
presentative capacities, 

HELD: Defendants liable as individuals, 
not as executors. Executors or administra- 
tors have no power to make contracts bind- 
ing the estate or create any debt or liability 
against it. Executor, unless he stipulates 
against personal liability, is liable on his 
contracts but is entitled to reimbursement 
if the expenditure is necessary. 


ee, 


Expenses—Right of Fiduciary to Re- 
imbursement Out of Funds Held Not 
A Part of Estate as Determined by 
Proceeding in Which Fiduciary Was 
Authorized to Participate 


Washington—Supreme Court 


Wilmon Tucker, Administrator v. Guaranty Trust 
Company, Administrator, 107 Wash. Dec. 558 
(March 7, 1941) 


In Tucker v. Brown, 199 Wash. 320, Wil- 
mon Tucker, as administrator of the Sarah 
E. Smith Estate, brought a suit in equity 
against Sadie R. Brown and Guaranty 
Trust Company to establish what part of 
the property passing to Guaranty Trust 
Company, as administrator d.b.n. of the Es- 
tate of Reese B. Brown, was impressed with 
a trust in favor of Sarah E. Smith. In that 
case it was decided that during his life- 
time Reese B. Brown had received an un- 
ascertained amount of property from Sarah 
E. Smith, which was held by Brown in 
trust for Sarah E. Smith. The case was 
remanded to the lower court for further 
proceedings. 

On petition of the Guaranty Trust Com- 
pany, as administrator of the Brown Es- 


tate, the court entered an order providing 
that the Trust Company, as such admin- 
istrator, should actively participate in the 
accounting to determine what property was 
impressed with the trust in favor of the 
Smith Estate. The order provided that the 
costs, expenses and attorneys’ fees should 
be an expense of administration of the 
property under the control of the adminis- 
trator of the Brown Estate and that the 
administrator should be reimbursed from 
such property regardless of whether or not 
the property is determined to be property. 
of the Estate of Reese B. Brown or trust 
property of Wilmon Tucker, as administra- 
tor of the Smith Estate. Tucker appealed 
from this order. 


HELD: The order must be reversed in- 
sofar as it permits reimbursement of the 
Trust Company, as administrator of the 
Brown Estate, from property which may 
hereafter be determined to be trust property 
of Tucker, as administrator of the Smith 
Estate. 


The court said that the debts of a de- 
cedent and expenses of administration can 
be charged only against the assets of the 
estate being administered; that the statute 
does not require property or money to be 
inventoried unless it belongs to the estate 
and that a trust fund is not a part of a 
decedent trustee’s estate. The court point- 
ed out that in no sense could the expenses 
asked for by the Trust Company be treated 
as proper expenses to be incurred by the 
Trust Company as a trustee in administer- 
ing the trust fund for the benefit of the 
cestui que trust. The acts for which the 
Trust Company seeks reimbursement are 
those of an administrator seeking to protect 
the interests of the estate and any expense 
thus incurred would be an expense of ad- 
ministration properly chargeable against 
the estate for whose benefit the services are 
rendered, but would not be a proper charge 
against the trust company. The fact that 
there may be no funds belonging to the 
Brown Estate, from which the expenses of 
the Trust Company may be paid, does not 
change the right of the administrator inso- 
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far as trust funds in its possession are con- 
cerned. 


eS 


Insurance Trusts — Life — Effect of 
Premium Payment When Insured Is 
Insolvent 


United States—Circuit Court of Appeals 
Sixth Circuit 


Doethlaf v. Penn Mutual Life Insurance Com- 
pany, et al., decided January 17, 1941. 


In 1927 the insured changed the bene- 
ficiary on a $4,000 policy theretofore taken 
out by him on his own life to his wife, if 
living, and if not, to his son. He was ad- 
judged bankrupt in 1937 and listed the pol- 
icy in his schedule of assets. He had been 
insolvent for four years and during that 
period had paid premiums on the policy. 
The Court below ordered the Insurance 
Company to turn over to the Trustee in 
Bankruptcy the equivalent of the premiums 
it had received within the four-year period, 
together with accumulated dividends and 


interest thereon. 
HELD: Reversed. 


“The referee and the court based the order upon 
the view that the payment of premiums by the 
insured while insolvent was ‘in fraud of creditors’ 
under Section 9394, (Ohio) General Code. We do 
not agree. 

“The statute does not denounce the payment 
of such premiums as fraudulent in law. It does 
not define the phrase ‘in fraud of creditors’. *** 

“*#* we are dealing with an exemption statute 
which is entitled to a construction liberal to the 
debtor. We think its meaning is that creditors 
have a remedy where premiums have been paid 
with intent to delay, hinder and defraud them 
and that the question of intent is one of ultimate 
fact to be determined upon a consideration of the 
attending facts and circumstances, such as the 
question of the insolvency of the insured, his atti- 
tude toward his debts, the amounts thereof, his 
prospective ability to liquidate them, whether the 
policy was issued before or after insolvency, its 
eash surrender value; and finally, whether after 
all he, in good faith, intended to provide by moder- 
ate premiums some protection to those who had a 
natural claim upon his bounty. *** 

““*##* There is no evidence to indicate any actual 
intention upon the part of the insured to defraud 
his creditors by keeping up the payments of the 
premiums upon the policy even after he was in- 
solvent.”’ 


The Court further held that the turn- 
over order was erroneous in any event in 
that it in effect required the surrender of 
the policy and the payment out of the cash 
surrender value while the statute provided 
that payments should be “from the pro- 
ceeds of the contract” and the contract can 
have no “proceeds” until it matures either 
by the death of the insured or as an endow- 
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ment. The Court also further held that the 
statute exempted dividend credits and inter- 
est thereon as well as the proceeds of the 
policy. 

a 


Investment Powers — Duty to Diver- 
sify 
New York—App. Div.—2nd Dept. 


Cobb v. Gramatan Natl. Bank é& Trust Co. of 
Bronaville, N. Y. L. J., April 15, 1941. 


The entire corpus of a trust, amounting 
to $25,000, was invested in a single mort- 
gage certificate issued by a title company. 
The Settlor, after authorizing a temporary 
investment for ninety days of a specified 
character, stated that it was “understood” 
at the end of that time the Trustee was to 
invest in “five year mortgage certificates” 
issued by a named title company. 

HELD: (two Justices dissenting) The 
Settlor specifically required diversity in in- 
vestment, having referred to “certificates” ; 
and apart from that the law likewise im- 
peratively required diversity; and the Trus- 
tee was grossly negligent as a matter of 
fact and as a matter of law in disregard- 
ing such legal requirement. 

The dissent was on the following grounds: 
The Trustee was entitled to rely, as a mat- 
ter of law, upon the representations of the 
title company that its certificates repre- 
sented legal investments and was not re- 
quired to make any independent investiga- 
tion of the worth of the underlying secur- 
ity; failure to diversify was not a breach 
of duty; the Settlor’s letter showed that 
reliance was to be based primarily on the 
certificates of the named title company; and 
there was no prohibition against investment 
in one certificate; the question of diversi- 
fication was not an issue upon the trial, and 
a new finding should not be made for the 
purpose of affirming a judgment on an is- 
sue which the Trustee was not called upon 
to defend or given an opportunity to meet 
on the trial. 

ee, 


Life Tenant and Remainderman—Al- 
location of Dividends Declared Dur- 
ing Life of Life Tenant but Payable 
to Stockholders of Record after De- 
cease of Life Tenant 


Ohio—Supreme Court 
In re Estate of Wuichet, 138 O. S. 97, decided 
March 26, 1941. 


By resolution of January 31, 1939 a cor- 
poration, shares of whose stock were held 








in trust, declared quarterly dividends for 
the entire year of 1939; payable as follows: 

1. On March 10, 1939 to stockholders of 
record on February 24, 1939; 

2. On June 10, 1939 to stockholders of 
record on May 25, 1939; 

3. On September 9, 1939 to stockholders 
of record on August 25, 1939; and 

4. On December 9, 1939 to stockholders 
of record on November 24, 1939. 


The resolutions further provided for the 
closing of the transfer books on the record 
date and the reopening of the books two 
days after the dividend was payable. 

The life tenant died on March 19, 1939, 
after the first quarterly dividend had been 
paid; both the executor of the life tenant’s 
estate and the remainderman claim the re- 
maining three quarterly dividends. 


HELD: “The general rule is that ordin- 
ary dividends declared without proviso dur- 
ing the lifetime of the owner of a life 
interest in the stock belong to him, regard- 
less of the time they are made payable, 
and if he dies before payment, the right 
to them passes to his personal representa- 
tive. 

“Here, however, the dividends in ques- 
tion, although declared prior to the death of 
the life tenant, were payable to stockholders 
who were of record on days subsequent to 
the day on which she died, with the proviso 
that the transfer books of the corporation 
should be closed on the record date, that is, 
the day fixed for determining the stock- 
holders of record to whom the dividends 
were payable. 

“There is a dearth of authority on the 
precise point presented. The rule sustain- 
ed in our judgment by the better reasoning 
supports the view that where a life tenant 
dies between the declaration of the dividend 
and the record date the dividend passes to 
the successive life tenant or to the remain- 
derman as the case may be.” (Citing Nut- 
ter, Trustee vs. Andrews, Admx., 246 Mass. 
224, 142 N. E. 67, and other cases. 


——_—__9——————— 


Powers—Limitations—Discretion of 
Executor As to Time to Sell Real 
Estate 


Nebraska—Supreme Court 


Bryant v. Fingerloss, 295 N. W. 896 (January 
17, 1941). 


An executrix was directed to sell real 
estate “as soon as may be after my de- 
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cease.” More than 9 years elapsed and 
legatees maintained an action to compel 
the sale. 

HELD: “The direction to sell does not 
require immediate sale. It is left to the 
executor’s discretion as to the time of: 
sale, within reasonable limits, if he acts 
in good faith and without neglect.’ 


Cees 


Taxation — Estate & Inheritance — 
Federal Tax Payments Refunded 
Under Retroactive Legislation. 


Massachusetts—Supreme Judicial Court 


Boston Safe Deposit d Trust Co. v. Comm’r, 1941 
A.S. 755; 309 Mass. . April 22, 1941. 


X died in 1924, leaving his estate in trust 
to pay the income to his widow and two 
sons, and after her death, all the income 
to the two sons. The Massachusetts inher- 
itance tax was paid in full on present in- 
terests. After the death of the widow, in 
1939, the trustee filed a return for the tax 
on the life estates passing to the sons on 
the widow’s death. In the original tax 
computation a deduction had been made for 
a large Federal estate tax paid. In 1926 
the executors received a refund from the 
United States, mostly by virtue of retro- 
active relief provisions in the 1926 tax law. 
This refund was represented by invest- 
ments in the hands of the trustee at the 
death of the widow. The question was 
whether this refund was property of the 
testator passing under his will. 


HELD: It was, and should be included 
in the valuation of the interests passing 
on the widow’s death (comprehensive dis- 
cussion of authorities). The court did not 
see any real distinction between taxes re- 
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funded because illegally collected and a 
refund of taxes legally collected but given 
back under retroactive legislation. Both 
became part of the estate and passed under 
the will. 

NOTE: The decision is of academic im- 
portance only. There will never again be 
any “retroactive refunds.” 


SS) 
Taxation—Estate & Inheritance— 


Lien for Succession Tax Subordinate 
to Claims of Creditors 


Ontario—High Court of Justice 


Re: Wagstaff, 1941, Ontario Weekly Notes, page 
81. 


Appeal by creditor of an estate and 
cross-appeal by the Treasurer of Ontario 
from a report of the Assistant Master. 


Deceased died testate in April, 1931. The 
great bulk of the estate consisted of real 
property and due to shrinkage in values 
the estate had become insolvent. The As- 
sistant Master held that the Treasurer was 
entitled to a lien on the assets for succes- 
sion duties, but that by virtue of section 48 
of The Ontario Trustee Act, R.S.O. 1937, 
ch. 165, his claim was relegated to the 
position of an ordinary creditor and ranked 
equally with the claims of the general 
creditors. 

On the appeal the appellant contended 
that (1) the Treasurer was not a creditor 
of the estate for succession duties; (2) the 
general creditors were entitled to be first 
paid before the Treasurer; and (3) the lien 
of the Treasurer could only be on the 
property in the hands of the executors after 
payment of the debts of the deceased. 


HELD: Appeal allowed. Succession 
duties do not constitute a debt owing by 
the estate to the Province and therefore 
section 48 of The Trustee Act does not 
apply. 

Referring to section 4 of the 1927 Suc- 
cession Duty Act (section 2 (5) of the 
present Act), His Lordship said that the Act 
clearly recognizes the priority of the claims 
of creditors against the assets of the estate. 
He held, therefore, that if the whole estate 
is consumed in paying the claims of cred- 
itors, then nothing passes to the legatees or 
beneficiaries and nothing remains to which 
a lien for succession duties could attach. 

At the close of the judgment, His Lord- 
ship referred to the judgment of the Court 
of Appeal of Nova Scotia in Re Jost, to be 
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reported in (1941), 1 D.L.R. Part 10, which 
is to the same effect. 

Comment: The Wagstaff case was, of 
course, determined on the basis of the pro- 
visions contained in the Succession Duty 
Act in effect at the date of the deceased’s 
death. These are found in R.S.O. 1927, Ch. 
26. In his judgment Mr. Justice Roach 
makes particular reference to Sections 8 
(1), 12 and 19 of that Act. The time for 
further appeal from the judgment has 
elapsed and it is not expected that any ap- 
peal will be taken. 

It is understood that in the case of Re 
Jost an appeal is pending before the Su- 
preme Court of Canada. 





a 


Taxation—Estate—tTransfers In Con- 
templation of Death — Refund An- 
nuity and Trust Deed Taxable 


New Jersey—Prerogative Court 


Central Hanover Bank & Trust Co. v. Martin, 
129 N. J. Eq. 186 (Decided February 14, 1941). 


Inheritance taxes were assessed against 
the transfers of certain property by the de- 
cedent to his two sons. This property con- 
sisted first, of a number of payments still 
remaining due at the death of transferor, 
under six “refund annuity” agreements pur- 
chased from two insurance companies, and 
secondly, transfers effected under a deed of 
trust executed and delivered in the State 
of New York. 

HELD: As to Refund Annuity 


The payments still remaining due from 
the insurance companies under the refund 
annuity agreements comprised a return of 
that portion of the decedent’s capital in- 
vestment not received by him during his 
lifetime. True, these sums came from a 
third party, yet this did not effect a change 
in their character as assets of the de- 
cedent’s estate. Such payments constituted 
items of value passed over by the trans- 
feror and served “in lieu of testamentary 
disposition,” and are therefore taxable. 

Nor can the argument that the annuity 
payments arose from insurance policies sus- 
tain their non-taxability. “A life insurance 
policy is a contract whereby the insurance 
company agrees to insure or indemnify the 
beneficiary against the death of the in- 
sured; it is a contract by which the insured 
protects the beneficiary against loss accru- 
ing by the early or premature death of the 
insured. The refund annuity contract, such 
as we are considering, is very different.” 












As to the Trust Deed Transfer 


At the time of his death, the grantor was 
still domiciled in New Jersey. It was at his 
death that the actual vesting of the proper- 
ty took place. As the State of domicile, 
New Jersey had the power to tax the in- 
tangible property of the decedent. Neither 


the fact that the trust fund or the legal 
title was reposed with a foreign trustee, 
or that the deed of trust was executed out- 
side of the State, could deprive New Jersey 
of its tax on “that intangible remainder in- 
terest” still owned by one of its citizens. 


——— 


Taxation—Inheritance—Exercise of 
a Power of Appointment Created 
Prior to Taxing Statute—Power Held 
Exclusive and Exercise Valid 


Kentucky—Supreme Court 


Commonwealth of Kentucky v. Fidelity & Columbia 
Trust Co., 285 Ky. 1; 146 S. W. (2d) 3. 


By the will of Thomas Barret, who died 
in 1896, property was left in trust to his 
son, Theodore, for life, the will containing 
a provision to the effect that upon the death 
of Theodore, the property “shall pass as he 
may direct by last will, to his wife and heirs 
at law, and in the absence of a will to his 
widow, if he leave one and to his heirs at 
law.” Theodore died in 1936, survived by 
his widow and two infant daughters. The 
daughter Selenah was born before, and the 
daughter Theodora was born after, the 
writing of his will. By his will, Theodore 
exercised the power of appointment by de- 
vising to his widow one-half of the net 
income from the property for her life, and 
the other one-half to his daughter Selenah, 
with the provision that at the end of twenty- 
one years after the death of his widow, the 
property should pass in fee to Selenah. 


In a prior action, a court of original jur- 
isdiction had held that in omitting the 
daughter Theodora from his will, the at- 
tempt by the son to exercise the power 
of appointment constituted a violation of 
the rule against illusory appointment, and 
that each daughter took one-fourth of the 
property and the widow took the one-half 
interest as designated in the will of Theo- 
dore. 


Thereafter, the Commonwealth assessed 
an inheritance tax against the widow of 
Theodore and his two infant daughters pur- 
suant to Section 428la-1, Kentuck Statutes, 
passed by the General Assembly in 1924, 
which provides in substance that the exer- 
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cise of a power of appointment shall be 
deemed a transfer taxable in the same man- 
ner as though the property to which such 
appointment relates belonged absolutely to 
the donee of the power. This action was 
brought to cancel the assessment. The trial . 
court entered a decree cancelling the ass- 
essment and that decree was, on appeal, re- 
versed by the Court of Appeals of Kentucky. 


The contentions made by the taxpayers 
were (a) that the act of 1924 was void as 
applied to the property involved since it was 
in effect an attempt to tax property trans- 
ferred by the will of Thomas Barret, the 
donor of the power and not by the will of 
Theodore Barret, the donee of the power; 
and (b) that the effect of the decision in 
the prior litigation was that the effort by 
Theodore to exercise the power of appoint- 
ment was entirely void since it violated the 
rule against illusory appointments. In hold- 
ing that the 1924 act levying an inheritance 
tax upon the exercise of a power of appoint- 
ment was valid and applicable, the Court 
said: 

“** it cannot be said that the Legislature in 
laying a tax on the appointees taking the property 
is in reality making the tax retroactive and tax- 
ing the property of the donor. *** the beneficiary 
had no right to the possession and enjoyment of 
the estate until the donee’s death, thus a new 


right came into existence and it is this which the 
statute has taxed.” 


In answer to the contention that the pro- 
vision of the will of Theodore Barret pur- 
porting to exercise the power of appoint- 
ment was void, the Court said: 


«“*** Since Theodore had the right to appoint 
as he saw fit to the members of the class men- 
tioned in the donor’s will, the appointment to his 
widow and his daughter, Selenah, were not void, 
even though he made no appointment to his 
daughter Theodora, and the tax is enforceable 
against the part of the trust estate the widow 
and Selenah received under the appointment.” 
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Taxation — Income — Annuity Pay- 
ments Taxed as Income to Annuitant 


England—Court of Appeal 


Re: Sothern-Smith v. Inspector of Taxes, 
Eng. W. N. 7. 


1941 


Appeal from King’s Bench Division (see 
Aug. 1940 Trusts and Estates 236) allowed, 
the Court holding that, under the contract, 
Mr. Sothern had purchased an annuity and 
that the payments to his sister after his 
death were in no sense repayments of the 
capital sum originally paid and, therefore, 
that the sister had rightly been assessed 
to income tax in respect of this. 

—Reported by T. D’Arcy Leonard of Ontario 
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Taxation—Income—Basis of Property 
Comprising Remainder Contingent 
upon Surviving Life Tenant, Held to 
be Value at Death of Original Testa- 
tor 

United States-—Circuit Court of Appeals, 
Second Circuit 
Van Vranken v. Helvering, 115 F. (2d) 709. 


The taxpayer received under the will of 
her father a remainder after a life estate 
in her mother. The remainder in the 
daughter was contingent upon her surviv- 
ing her mother. Citing Helvering v. Hal- 
lock, 309 U. S. 106, as holding that the 
common law distinction between vested and 
contingent remainders was irrelevant for 
tax purposes, the Second Circuit held that 
the daughter “acquired” her remainder at 
the death of her father (and not on the 
death of the life tenant, her mother); and 
that the basis of the property comprising 
the remainder was the value at the time of 
the father’s death. 
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Taxation — Income — Deduction for 
Trustee’s Commissions and Attorney’s 
Fees Disallowed as not a “Business” 
Expense—“Carrying on Business” 


United States—Supreme Court 


City Bank Farmers Trust Co. (as Trustee of Trust 
under will of Angier B. Duke) v. Helvering; 
United States v. Pyne et al. (Executors of Estate 
of Percy R. Pyne), decided April 28, 1941. 


City Bank Farmers Trust Case: The item 
in controversy was a deduction claimed for 
commissions paid to the trustee of two testa- 
mentary trusts (aggregate corpus some 
$10,000,000). The Court stated the ulti- 
mate issue as whether the trusts were car- 
rying on business. 
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The Board of Tax Appeals had found that 
the trustee was a mere passive investor, col- 
lecting interest and clipping coupons, and 
making a very few investments, and was 
not engaged in a trade or business. The 
Board had denied the deduction, and the 
Second Circuit had affirmed. The Supreme 
Court said “the same method and basis of 
computation must be applied to trust in- 
come as to individual income,” and, con- 
sidering its decision in Higgins v. Commis- 
sioner, 311 U. S. , as controlling, it af- 
firmed the denial of the deduction for the 
trustee’s commissions. 

Pyne Case: The item in controversy was 
a deduction claimed for fees paid to the 
attorney for advice in conducting an estate 
of tremendous size. The Court of Claims 
had found that decedent before his death 
“was engaged in business as a financier and 
investor” and that the operations of the 
estate were continued in substantially the 
same manner after the decedent’s death 
as before; and allowed the deduction. 


The Supreme Court, in reversing, said 
that such findings fell short of supporting 
the conclusion that the executors were 
“carrying on *** business” (within its rule 
in the Higgins case). The Court indicated 
that executors carry on business “by con- 
tinuing to operate a store, a factory or 
some other well known, well marked type 
of business activity”; but that merely con- 
serving the estate by marshalling and gath- 
ering the assets is not carrying on business, 
irrespective of “the size of the estate or the 
number of people whose services are re- 
quired in order properly to conserve it.” 


Ed. Note: Prior to these decisions, the 
Bureau of Internal Revenue had issued I.T. 
3452, revoking earlier rulings permitting 
deduction for income tax purposes of trus- 
tees’ ordinary and necessary commissions, 
as being inconsistent with the Higgins case 
decided last February. However, Commis- 
sioner Guy T. Helvering, in a letter to A. 
G. Quaremba, of City Bank Farmers Trust 
Company, stated that “the effect of the re- 
vocation will not be made applicable to 
closed cases.” 
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Sarver v. Towne Reversed 


The decision in Sarver v. Towne, noted 
at page 105, of the January 1941 issue, has 
been reversed by the New York Court of 
Appeals. The opinion had not yet been re- 
ported at this writing. 















Taxation—Income — Where Trustee- 
grantor Used Trust Income to Pay 
Premiums on Policies of Insurance on 
His Life, Income Held Taxable to 
Grantor 








United States—Circuit Court of Appeals (2d) 
Rand v. Helveriag, 116 F. (2d) 929. 







The declaration of trust, empowering the 
trustee to purchase securities or other 
property, held to give the trustee implied 
authority to invest trust income to pay pre- 
miums on policies on the life of the grantor 
who was also the trustee; and income so 
paid was held to be taxable as income of 
the grantor. 
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Wills — Probate — Partial Intestacy 
Not Recognized 


New Jersey—Errors and Appeals 


In re Bartles, 129 N. J. Eq. 280 (Decided April 
8, 1941). 


In opposing the probate of a will, eoun- 
sel for the caveators argued that if the 
Court found certain parts of the will in- 
valid, those parts should be denied probate 
even though the rest was allowed: 

HELD: “Partial intestacy” does not ob- 
tain in New Jersey. Although this rule 
prevails elsewhere, it has never been recog- 
nized in this State. A will must be con- 
sidered “as an entirety” and cannot be sub- 
divided.” 
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This Summer 


URING the vacation season, many 
of our banking friends will doubt- 


less be passing through or near St. Louis, 
for our central location makes this city 


unusually convenient. 


Why not make it a point to visit in St. 
Louis this summer ... see the Lindbergh 
Trophies, the splendid Zoo, the world 
famous outdoor Municipal Opera. And, 
of course, you’ll find a most cordial 
welcome awaiting you at Mercantile- 
Commerce. We hope you'll drop in and 
repay the calls of our representatives 


who have seen you during the past year. 
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charitable institutions, in an 
effort to keep reserve funds profit- 
ably employed, have found the 
continuing investment recommen- 
dations of our Trust organization 
of material assistance. 


Detailed information on how our 
investment advisory service oper- 
ates is contained in our booklet, 
“Broadening the Basis for your 
Investment Decisions.” Copies are 
available upon request. 
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